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In the Record 


Business Merrily Goes Round 


From the record of business can be found statistical for 
tification for practically every businessman’s idea of what 
lies ahead. For there are heavy imponderables today. Mar- 
ket facts and figures—some of them—point to production 
curtailment. But there’s ERP and Rearmament II. What 
will these vast purchases by the government do to the civil- 
ian market? Is it to be a choice between airplanes and 
butter? How successfully is business fighting inflation? And 
what will happen when more than a million workers are 
absorbed by a reactivated aircraft industry? 

Four spins on the business merry-go-round are provided 
in this month’s Record (see pages 194, 197, 201, and 202). 
A chronology of production and allocation rulings before 
World War II appears on page 199. Also see “Selected Busi- 
ness Indicators” on page 230. (Sundry forecasts that have 
appeared in the press are assembled on page 228 for what 
they may be worth by way of corroboration or demolish- 
ment of pet theories.) 


As Europe Gets the Goods 


Data on what we are shipping to Europe under the Mar- 
shall plan appear almost daily in the newspapers—so much 
wheat yesterday, so much linseed oil today. There'll be 
more of the same and of other items tomorrow and so on 
through the year. While the reports seem to indicate spo- 
radic and unconnected movements of commodities the 
shipments should fit into the master framework of aid 
exports for the year. Commodity totals for the first period 
of ERP are examined as “ECA Begins Operations.” 
(Page 207.) 


Basing Points Are Basic to the System 


The recent Supreme Court decision in the Cement Insti- 
tute case involving the legality of basing points may have 
far-reaching effect. If the criterion of illegality is a dif- 
ferent net realization at the mill from practically each cus- 
tomer, then the zoning system is out, and uniform delivery 
prices are unfair, and freight equalization schemes are meth- 
ods of price discrimination. These practices are sufficiently 
widespread so that their elimination could readily effect the 


193 


revamping of prices and the relocation of the nation’s indus- 
tries. Some of the industries that might be affected by the 
Supreme Court’s decision are discussed on page 227. 


The Price of Quality 


Postwar quality compares very ‘favorably with that of 
products turned out before the war. So say most of the 
executives contributing to this month’s survey of business 
practices. While organization practices and procedures dif- 
fer widely, the problem of quality control is found to be 
one of major interest to manufacturers, (Pages 204 and 
231.) 


A Wilt in the White Collar 


White-collar workers are earning substantially more now 
than they did in 1939, but wage earners have had much 
greater increases. In some instances, factory and mine work- 
ers have doubled and tripled their earnings, while white- 
collar employees have had raises of only 50% or 75%. 
Compensation of white-collar workers in twenty-two indus- 
tries is examined in the article beginning on page 221. 


The Fruit Is Canned But Not the Market 


Canned food men are looking to sizable government or- 
ders to inject new life into a slow-moving market. In the 
meantime, packers and wholesalers are cutting inventory, 
intensifying promotions, and cautiously negotiating for the 
new pack. A review of the industry’s experience in World 
War II, when canned goods gathered no dust on shelves, is 
included in the article on “Canners Plan for 1948.” (Page 
210.) 


Helping Mr. Blanding To Understand 


For the prospective home builder or buyer, the article 
beginning on page 214 provides the background for under- 
standing current legislative proposals designed to make it 
easier for him to borrow the money. The entire home finan- 
cing situation is reviewed: sources of public and private 
mortgage money, and the role of government as expediter 
of residential construction. 
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A. Trends in Production and Trade 


ROWING concern became apparent in the sec- 

ond quarter of 1948 over the amount of material 
and energy which would inevitably be diverted to 
“Rearmament II.” There were also initial indications 
that diversion of labor to rearmament might become 
a significant factor. Some aircraft companies had be- 
gun to develop skeleton crews to train workers for 
the forthcoming expansion of output. Shipbuilders 
had more tanker tonnage on order than in any other 
peacetime year on record. Curtailment of business 
loans was being reexamined in light of considerable 
demand for funds connected with the preparedness 
program. 

Prices of industrial commodities which were slip- 
ping in the opening quarter were edging higher. The 
volume of trading in securities expanded with their 
rise in price. 

Meanwhile, the coal strike impeded industrial ac- 
tivity, with a loss of 1.5 million tons of steel ingot 
production. Labor difficulties on the rails and in sev- 
eral other pivotal areas, such as the automobile in- 
dustry, threatened the short-run outlook. Business 
activity as gauged by the Federal Reserve index has 
fallen about six points since March, 1948, partly be- 
cause of the strike and partly because of curtailment 
of soft goods operations. 


INDUSTRIAL PRODUCTION OFF 


Industrial production, seasonally adjusted, eased 
off in April, perhaps as much as 4%. This decline 
followed a sustained period of high activity. Con- 
tributing factors were the coal strike, inclement 
weather and consumer resistance to higher retail 
prices. 

Latest Federal Reserve data available indicate a 
slight drop in production from 194 in February 
(1935-1939=100) , the postwar high, to 192 in March. 
Production in the first quarter of the year was 2.1% 
above the same period a year ago. (See chart.) 

Nondurable activity, at 179, sagged slightly in 
March, but was still 4% above the 1947 average. 
The index of fuel output dropped almost twenty 
points to 143. Last April’s low output resulted from 
the mine disaster protests. Textiles and products fell 
from a high of 179 in February to 174, and the index 
of rubber manufactures fell from 214 to 205 in March, 
continuing the decline which started last January. 
Both these industries were experiencing a contraction 
in demand. 

Durable manufactures, however, continued at high 


levels, with a postwar high of 230, almost 5% above 
last. year’s output. Iron and steel, transportation 
equipment, and stone, clay and glass production in- 
creased. Machinery output remained stable for the 
second consecutive month at 285, compared with 288 
attained in January, 1948, and December, 1947. 


SOFT SPOTS IN RETAIL TRADE 


Softness in many sectors of retail trade, so notice- 
able earlier in this second quarter, has given way in 
recent weeks to stronger buying largely because of 
lower markups and the most aggressive promotions 
since the war ended. Department store sales for the 
country as a whole were at 296% of the 1935-1939 
average during the week ended April 24, compared 
with 267 a year earlier.1 Sales for the week ended 
May 1 were 301 against 279 a year earlier. 

Department store sales (adjusted for seasonal vari- 
ation, 1935-1939=100) were 299 in April, 1948, as 
compared with 284 in March and 277 a year earlier. 
Although sales are beginning to revive, merchants are 
manifesting the same caution about reordering as 

1According to the Federal Reserve’s unadjusted index. 


Table 1: Sales, Stocks, and Outstanding Orders 
at 296 Department Stores 
Source: Federal Reserve 


Millions of Dollars 


May, 1948 
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they did a year ago. Concrete evidence of this is 
shown in retail stocks, sales, and outstanding orders 
reported to the Federal Reserve by 296 of the larger 
department stores in various cities. Outstanding or- 
ders by these stores at the end of March aggregated 
$421 million, as compared with $576 million in Feb- 
ruary, 1948, and $489 million in March, 1947. While 
there is a definite seasonal factor to consider, out- 
standing orders between February and March of this 
year dropped $155 million, as against a decline of 
$117 million in the comparable period last year. Some 
consideration should also be given to the fact that 
the physical volume of $421 million in outstanding 
orders of these stores is far below a year earlier be- 
cause of the price increases which have taken place 
over the past year. (See Table 1.) 


Table 2: Wholesale Spot Primary Market Prices of Sixteen Raw Industrial 


Products 


Source: Bureau of Labor Statistics 


Item 


Steel scrap, Chicago............... 
Philadelphia 


tNominal 
aSold at prices determined by the Department of the Army. 


Table 3: Wholesale Spot Primary Market Prices of Fourteen Domestic 
Agricultural Products and Foodstuffs 


Source: Bureau of Labor Statistics 


bSold at public auction by the U. S. Commercial Company. 


The effects of recent foreign and domestic develop- 
ments which might exert a dampening influence on 
prices are not yet evident. Although no definitive 
change in business conditions has occurred, govern- 
ment plans for large armament expenditures have 
been a positive influence. Should government plans 
go forward, prices will, it is expected, react to the 
inflationary stimulus. 

After two months of stability, industrial prices 
rose slightly during April. Wholesale prices other 
than farm and food (BLS, 1926=100) rose to 
149.0 in the week ended April 24, the highest re- 
corded in the weekly index for this postwar period. 
A downward movement in the following week low- 
ered industrial prices three tenths of an index point. 

The daily index of 16 basic raw industrial prod- 
ucts, a more sensitive meas- 
ure of wholesale prices, 
registered a slightly differ- 
ent picture. April prices 
were not at peak levels. 
The year’s high of 288.3 
(August, 1939=100) oc- 
curred January 28, after 
which prices started to slip. 
The low was. recorded 
March 20 at 267.2, a drop 
of 7.3% in a period of six 
weeks. By April 30, the 
index stood at 174.4% 
above the August, 1939, 
price level. The February- 
March price declines in 
raw industrials had been 
erased by almost one third. 
(See Table 2.) 


Food and farm prices 
rebounded with greater 
rapidity. The April ad- 
vance brought food prices 
only 1.9 points short of 


; April 80, April 15, 
Item Unit na48 ey 


March 80, |February 13,|- January 12, 
1948 1948 1948 


the all-time high of 182.3 
(1926=100) for the week 


Domestic agricultural prod- ended September 20, 1947. 

AERO TIA List. Si klel ces Aug.’39=100| 371.6 380.2 353.1 426.0 333.5 Farm prices did not fare 
Foodstuffs............... Aug.’89=100| 394.5 | 406.9 $83.4 | 458.0 | 359.8a 
SS ak ach. bu. 2.375 | 92.495 82.275 | 82.715 | g1.9s0 80 well. By the end of 
SS, .7710 815 .600 April, less than half the 
Cocoa beans............. 415 .430 285 : 4 
ae 262 265 935 February dip had been re 
ee 2.012| 2.741| 1.602 covered. For the week 
Cotton. ..... getteeeeees .314 359 352 ended May 1, the index of 
Oa ties ie pe csor|inize.be| }esle50 wholesale farm product 
Lh oes CR ee wea .212 . 287 225 prices was 186.9 (1926= 
NM ick. tea bid's « 26.750 | 32.000 | 23.750 : 
le ange 055}  .068| — .062b ae combered ibe the 
Wheat: Kansas City..... 2.995| $.045| 2.652 peak of 201.5, on January 

Minneapolis. ..... 2.368 | 3.060} 2.562 17. A low of 180.9 was hit 

TROL LODE. « oid:s wine sino ntl 1.790 1.880 1.525 during the week of Febru- 

tNominal ; bControlled by Department of Agriculture. 14 

alncludes inedible tallow. ary 14. 
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Here, again, the daily BLS index furnishes a more 
detailed sensitive price picture of foodstuffs and do- 
mestic agricultural products. (See Table 3.) In both 
series, the 1948 high point was reached on January 
12. One month later, domestic farm and food prices 
were 17% lower. 

The upward movement in early April brought the 
indexes up (as in the case of raw industrials) about 
a third. 

In late April and early May, however, some farm 
prices were weakening. Grains turned irregular as 


Industrial Production 
Source: Federal Reserve 
Index Numbers, 1935-1939 = 100; Seasonally Adjusted 
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“ 
150 = =— NON- DURABLE 
MANUFACTURES 


government buying activity subsided and further 
reports of generally clear weather alternated with 
rainy spells. 

Easing of grain shortages was indicated with pros- 
pects of increased carry-over. Wheat fed to animals 
during the first nine months of the year totaled 125 
million bushels. If this rate is maintained, the total 
for the year will be approximately 175 million bush- 
els. Estimates made earlier in the year were centered 
around 300 million bushels. 


MONEY AND CREDIT 


Retirement of government debt halted with the 
sharp slump in Treasury revenues after the passing 
of the heavy tax receipt period in March. After April 
8, no retirements were made even though the Treas- 
ury had large cash balances! with the Federal Reserve 
banks. 

About $4.5 billion in marketable debt was retired 
during the first three months of this year. On top of 
this, approximately $470 million of marketable debt 
was retired by redeeming parts of maturing issues 
amounting to $200 million in Treasury bills and $270 
million of unexchanged certificates of indebtedness 
during the first weeks of April. 

This contraction in retirements has eliminated the 


1Almost $1.2 billion on April 28 is compared with nearly $2 billion 
a month earlier. 


pressure on bank reserves so noticeable in the first 
quarter when redemptions from the Treasury surplus 
were heavy. The prospects for restoring that pres- 
sure are remote. Foreign aid and defense expendi- 
tures will siphon off an ever increasing volume of 
funds as these programs gather momentum. Govern- 
ment expenditures in April exceeded revenues. Ordi- 
narily, that would have an inflationary impact be- 
cause it would expand bank reserves. The Treasury, 
however, drew down about $675 million in war loan 
deposit accounts to offset government expenditures. 
This procedure deferred, for the time being at least, 
any substantial easing of the reserve positions of 
member banks. How long the practice can continue 
will depend entirely on the magnitude of Rearma- 
ment II, requirements for ECA, the war loan de- 
posits in the commercial banks and the Treasury de- 
posits in the Reserve banks. Commercial banks held 
$2.1 billion in war loan accounts in the early part of 
May, while the Federal Reserve banks held $1.1 bil- 
lion in Treasury deposits. 


Loans Contract 


The contraction in business loans which began last 
January continued unabated through the end of 
April, and no signs have appeared which would indi- 
cate a resumption of the rise. Business (commercial, 
industrial and agricultural) loans outstanding of 
member banks in leading cities throughout the coun- 
try which report weekly to the Federal Reserve to- 
taled $14,159 million for the week ended April 28. 
This was $602 million below the peak of $14,761 
million reached during the week ended January 21, 
which was just about the time agricultural commod- 
ity prices started to slide. 

The decline in business loans contrasts sharply 
with last year. Between the end of 1946 and April 30, 
1947, business loans increased $697 million. In the 
same period this year, however, loans have dropped 
almost $500 million. 

No single factor was responsible for the drop in 
business loans. The slide in prices earlier this year 
undoubtedly played an important role, as did pressure 
on member bank’s reserve positions generated by the 
use of the Treasury surplus to retire maturing gov- 
ernment obligations held by the Federal Reserve 
banks. The American Bankers Association’s cam- 
paign to promote a more selective granting of credit 
may have retarded loans for nonproductive purposes. 
Lowering of support levels on long-term Treasury 
bonds on Christmas Eve last year below prices at 
which some of the banks had purchased the obliga- 
tions deterred the banks from shifting to higher- 
yielding loans or investment opportunities. 

Another factor on the demand side of the equation 
is a less urgent need for funds. Capital flotations in 
the final quarter of 1947 aggregated $1,995 million 


May, 1948 


(largely fixed obligations), the largest quarterly vol- 
ume of new capital issues since 1929. Security issues 
in the first quarter of this year were $1,505 million— 
far below the 1947 final quarter, but still double the 
comparable period of 1947. 

Proceeds from these flotations were generally used 
by the corporations to finance plant expansion and 
to strengthen working capital positions. Many com- 
panies also used these funds to retire bank loans. 
This fact is borne out in examining the outstanding 
business loans in the reporting member banks in the 
Reserve cities of New York and Chicago: 
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New York City Chicago Total 

DGC SU GLOSS... aero aslo $5,336 $1,466 $6,802 

April 28; 1048... owes so 5,030 1,382 6,412 

Decrease’ 5. tote ates weet 306 84 390 


(In Millions of Dollars) 

An impressive part of these business loans were to 
corporations with operations nationwide in scope. 
These corporations encounter little hardship in ob- 
taining funds through new-capital markets. 


Wirtu1aAM B. Harper 
Division of Business Economics 


B. Progress in Rearmament Il 


EARMAMENT II slowly gathers momentum. 

The President’s request for immediate authoriza- 
tion to place contracts totaling $375 million for stock- 
piling critical materials was received by Congress. A 
bill to subsidize high-cost producers of copper, lead, 
zinc, manganese and other strategic metals and min- 
erals has been introduced by Congressman Charles 
Russell of Nevada. These premium payment metals 
and minerals would go into government stock piles 
for emergency use only. Regular payments would be 
obtained by the Reconstruction Finance Corporation 
from the Treasury’s Bureau of Federal Supply, while 
the premiums would come out of $80 million provided 
in the Russell bill. 

The Munitions Board endorsed the purchases in 
the Russell bill because of a definite need to build up 
domestic sources. At the same time, however, the 
board does not want to be limited to marginal pro- 
ducers as its only source of supply. Furthermore, 
the Munitions Board plans to make purchases for the 
stock pile in all domestic markets as well as other 
markets in the Western Hemisphere. The board, said 
Rear Admiral Roger W. Payne at a Congressional 
hearing on mines and mining, has refrained from 
buying scarce material for stock piling in domestic 
markets so as not to create procurement problems for 
civilian users and boost prices. As a result, about 
90% of the sixty-seven strategic and critical materials 
being stock-piled have been bought from foreign 
sources. The time has now arrived, he warned, to put 
stock-piling objectives ahead of civilian needs. 

This important decision would seem to indicate 
higher prices for metals and minerals. This would 
certainly be true in the case of lead. The price of 
that metal has advanced from 15 cents to 17.5 cents 
a pound, the highest on record. These prices con- 
trast sharply with those after World War I when 
the high was 10.80 cents a pound in 1925, and the 
low was 2.65 cents. Even after Pearl Harbor, lead 


was still quoted in New York at 6.5 cents a pound. 
The recent advance from 15 cents to 17.5 cents (the 
first since March 3, 1947) was made, it is reported, 
in order to assure imports to meet the heavy require- 
ments. Lead consumption in the United States is 
holding close to one million tons, which is nearly as 
much as during the war years and about 300,000 tons 
greater than in 1939. 

The higher prices have already attracted larger 
imports. Australian lead producers have sold about 
25,000 tons of refined metal to industrial users in this 
country, at 17.5 cents a pound, including an import 
duty of 1.0625 cents a pound. Imports from Australia 
last year totaled only 10,638 tons of refined lead and 
7,054 tons of lead in concentrate form. 

A movement is afoot to attract even greater ton- 
nages from abroad by suspending the duty on lead 
until June 30, 1949. The Knutson bill (HR 6375) 
introduced on May 11, would suspend the duty of 
1.0625 cents a pound on imports of pig lead, bullion, 


Table 1: Imports of Lead into the United States 


Source: American Bureau of Metal Statistics 


In Tons 
1947 1946 1938 

Country Ore and | Pigs, Ore and Pigs, Ore and Pigs, 

Matte Bars Matte Bars, Matte Bars, 
Content | and Old! | Content | and Old!| Content | and Old! 

Canada.........}| 4,310 4,940 | 23,899] $3,174] ..... 
Newfoundland. .| 10,523 19,037 Lee teicccnl donee 
Mexico......... 3,065 376 | 53,535} 24,023 | 14,444 
Argentina....... 6 CG ee eee ee 
Bouvin, tier ROPE een cheatel cect 
Chile V,466°} 03... RICA es. 
Pern 27.55: 5,192 | 15,567; 9,317 | 1,934 
Nant: We ere TE Ma el RS, Pd oe eee 
Australia. ...... 8,341 9,526] 6,444 225 
dapan;, fhe. ih. Baers. 5S SOMOS hs |. OO 
Other countries. 352 52] 305 654 
Totals. .......| 50,751 | 175,448] 44,407 | 114,706] 45,370 | 17,257 


Mncludes bullion or base bullion content. 
alncludes lead ore from Bolivia. 
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secondary lead, scrap lead and antimonium lead. The 
bill would also suspend the duty of .0075 cent a pound 
on lead contained in ore. 

Mexico is by far the largest supplier of our foreign 
lead. (See Table 1.) As could only be expected, im- 
ports from that country declined sharply coincidental 
with a paring of stock-piling activities in 1944, and 
continued to contract through 1946. Intense demand 
boosted Mexican lead imports in 1947. But receipts 
in the first three months of 1948 were running behind 
last year. Ever since March 1, a strike has plagued 
lead operations in Mexico, and so far from 15,000 to 
18,000 tons, or one and one-half months’ production, 
has been lost. Imports of lead pigs and bars from 
Mexico in March dropped to 4,403 tons. 


SHIPBUILDING REVIVAL 


Shipbuilding, which was in the doldrums at the end 
of last year, has received much encouragement during 
the past few months in orders for new tankers. 
Lloyd’s Register of Shipping reported one tanker of 
9,000 tons under construction at the end of 1947. 
On April 1, tankers on order accounted for 495,855, 
or 85%, of the 583,211 gross tons of shipbuilding con- 
tracts outstanding. At the beginning of May, 1948, 
shipbuilders had orders either documented or very 
near the contract-signing stage for more than forty 
tankers exceeding 600,000 gross tons. Although the 
number of tankers on order is still far below that of 
other nonwar years—1921, seventy tankers; 1941, 
sixty-one tankers—the gross tonnage contracted for 
establishes a new peacetime peak in tanker construc- 
tion. 

In addition, President Truman has asked Congress 
to provide $100 million to the National Maritime 
Commission for ship construction in the year begin- 
ning this July. The Maritime Commission’s appro- 
priation for the 1948-1949 fiscal year was only $29.5 
million in the original budget proposal. 

Revival of shipbuilding not only means extending 
recruiting of men in shipyards, but it also creates spe- 
cial problems for materials suppliers. In the steel 
industry, for example, it must be decided what is to 
be made first—plate for shipbuilding, plate for stor- 
age tanks, plate for large diameter pipe lines, or 
plate for high-pressure tank cars. 


EMPLOYMENT; AIRCRAFT EXPANSION 


Employment increased 320,000 from mid-February 
to 43 million during mid-March, according to BLS. 
Although the March total was still below the all-time 
seasonal peak reached at the end of 1947, it was a 
million above March, 1947. Most of the increase dur- 
ing the month took place in the construction indus- 
try, which reached its seasonal low in February. 
Building contractors added nearly 100,000 employees 
in March, bringing the total to 1,660,000. This is 


about 125,000 above the level reached in March, 1947. 

As yet there are only a few signs of increasing 
activity in the aircraft industry, but there is no 
question that potentials over the longer term are im- 
pressive. To date, however, most of the new activity 
appears in recommissioning aircraft and setting up 
shop to be prepared when documented orders start to 
roll in. 

The Boeing Airplane Company’s plant No. 2 in 
Wichita, Kansas, is recruiting labor and setting up 
machinery to recommission an impressive number of 
sgme 2,000 B-29’s now in mothballs. The Chance 
Vought Aircraft Division of United Aircraft has 
begun to shift operations from Stratford, Connecticut, 
to Dallas, Texas. Chance Vought, the producer of 
Corsairs for the Navy, has leased the North American 
Aviation Plant B at Grand Prairie, Texas, until Janu- 
ary 1, 1954, with two additional five-year options. 
This company has started to transfer 1,400 of its key 
personnel from the Connecticut plant to Dallas, but 
hopes to obtain most of its workers (about 6,000) 
from the Dallas area. Meanwhile, the Stratford plant, 
now in production on the F-4U-5 Corsairs, is ex- 
pected to continue full-scale operations for well over 
a year. 


Seventy-group Air Force 


Increasing emphasis is being placed on the seventy- 
group program of the Air Force. Endorsed by Gen- 
eral Spaatz and by Secretary for Air Symington, this 
program includes 12,441 planes. In addition, a re- 
serve of 8,100 planes is necessary, or a grand total of 
20,541 planes. 

The House of Representatives approved plans for 
the seventy-group air force program in a bill passed 
by an overwhelming vote of 343 to 3 on April 15. 
Secretary for Defense Forrestal had originally re- 
quested a fifty-five-group program and has since 
sought a compromise of sixty-six groups. He reasons 
that a seventy-group force would divert too large 
an amount of materials and labor from civilian pro- 
duction and would upset the domestic economy. 
Rightly or wrongly, the seventy-group program had 
staunch support in the Senate, and the President 
signed the bill on May 21. 

Although the Navy program has received very 
little publicity, that branch of the Armed Services 
seeks a force of 14,500 planes. This program has been 
approved by the joint chiefs of staff on the same 
basis as the seventy-group program of the Air Force 
was approved. 

The Navy originally planned to realize its goal of 
14,500 planes over a six-year period. But, since sub- 
mission of the original naval budget of 1949, the 
Navy has decided to build 14,500 planes into actual 
readiness for operation as soon as possible. It has 
been decided that beginning in July, 1948, the Navy 
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will build up to a 14,500-plane inventory by July 1, buying of new planes. With this amount of money to 


1949. This will necessitate reactivating 3,000 aircraft, work with, the Navy cannot realize fulfilment of a 
most of which are somewhat obsolete as judged by 14,500-plane inventory aircraft in the time planned. 
today’s performance standards. The Navy is now operating 5,793 planes and has an 


The House bill passed on April 15 allotted $903 
million to the Navy. Of this amount, $150 million 
was assigned to liquidate obligations already in- 
curred, leaving $753 million for the procurement or 


inventory of about 11,000 planes. 


Wiu1aM B. Harper 
Division of Business Economics 


Chronology of Controls Instituted During Rearmament Period 
September 1, 1939-December 7, 1941 


Date Control 
1940 


2/2 Secretary of the Treasury requests machine-tool 
industry to give priority to orders from American 
airplane engine companies. 

6/28 Act to expedite the national defense authorizes pri- 
ority for Army and Navy contracts, advance pay- 
ment up to 30% on defense contracts, and negoti- 
ation of contracts in lieu of competitive bidding. 


7/2 Congress authorizes embargo on exports of muni- 
tions and critical materials. 

7/31 President prohibits export of aviation gasoline out- 
side Western Hemisphere. 

8/5 ANMB Priorities Committee issues basic directive 
on “Priorities in Material Procurement.” 

8/12 Advisory commission adopts policy of voluntary 
priorities without legal enforcement. 


9/16 Selective Training and Service Act approved with 
provision for commandeering plants not cooperat- 
ing on defense orders. Authorized strength of 
Army increased to 1.4 million. 

10/16 Iron and steel scrap placed under export control. 
12/4 Export licensing extended to most machines and 
machine tools. 


1941 

1/7 Divisions of Production, Purchase and Priorities of 
the OPM are established. 

1/10 Nickel, copper, bronze, zinc, potash and brass are 
placed under export control. 

1/31 Machine-tool manufacturers asked to require Prior- 
ity Certificates before shipping to customers. 

2/12 Priorities Division, OPM, requests magnesium pro- 
ducers to allocate entire stock to defense indus- 
tries. Nondefense aluminum users urged to 
substitute plastics. 

2/17 Maximum price set on used machine tools. 

2/24 OPM invokes mandatory, industry-wide priorities 
on machine tools and aluminum. 


8/8 OPM places magnesium under mandatory priority 
control. 

3/7 OPM places nickel and neoprene under priority rat- 
ings. 

8/12 First blanket priority order issued. Builders of elec- 
tric traveling cranes receive rating under general 
preference order. 


Date Control 
1941 


8/19 Priorities Administrative Order No. 1 extends Criti- 
cal List and review powers of Army and Navy 
Munitions Board. 

3/21 First formal priority conservation order issued on 
aluminum. 

8/24 Ceiling price is set for scrap and secondary alu- 
minum. 

3/31 Ceiling price is set for secondary slab zinc and zinc 
scrap material. 

4/3 Prices set for iron and steel scrap. Wholesale and 
retail bituminous coal prices frozen. 

4/17 Price ceilings set for iron and steel products. 

5/1 Basic metals are put under inventory control sys- 
tem. Order freezing bituminous coal prices 
revoked. 

5/2 President demands 24-hour day, seven-day week for 
machines in defense effort. 

5/3 Knudsen requests 20% cut in automobile produc- 
tion effective August 1. 

5/19 Defense supplies rating plan grants priorities on 
“off the shelf”? items. 

5/26 Prices stabilized on combed cotton yarn and its 
processing. 

5/29 Steel is placed under priority control. 

5/31 Priority powers authorized by Congress on civilian 
orders and on subcontracts. 

6/2 Full priorities control of materials by OPM is 
authorized. Prices set on pure nickel scrap, monel 
metal scrap, stainless steel scrap and nickel steel 
scrap. 

6/4 OPACS issues first “Civilian Allocation Program” 
to restrict nondefense uses of iron and steel. Other 
programs follow. 

6/11 Mandatory priorities control is imposed on zinc and 
scrap aluminum. 

6/16 Maximum price set for hides, kips and calfskins, 

6/20 President receives power to regulate movement of 
aliens. 

6/21 One fifth of civilian rubber consumption diverted 
to defense use. 

6/23 Government becomes sole purchaser of crude rubber. 

6/24 Maximum prices set for five major and three minor 
grades of pig iron. 

(Continued on next page) 
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Date Control 
1941 


6/28 Established poundage prices for fine cotton gray 
goods. 


7/1 Selective Service Act registers men of twenty-one 
years. 


7/7 Chromium is placed under priority control. 
7/13 Rubber is added to list of critical materials. 


7/21 Power Division of OPM is created. President 
Roosevelt asks Congress to declare a state of 
emergency in order to hold draftees, National 
Guardsmen and reservists for the duration. 


7/22 Formal ceilings established on brass mill scrap. 
7/26 Freeze raw silk stocks. 

7/30 Ceilings on prices and rents requested. 

7/31 Curfew is set for gas stations in Eastern states. 


8/1 Raw silk supply is turned over entirely to defense 
industries, and rayon yarn is rationed. Export 
of high octane gas stopped. 


8/4 Price schedule issued on raw silk and silk waste. 
8/5 Maximum prices set on Douglas fir plywood. 


8/8 Maintenance and repair rating plan announced 
effective September 9. 


8/9 Federal Reserve Board given authority to regulate 
consumer credit and instalment purchases. Steel 
is placed under full priority control. 


8/12 Price ceiling for copper is announced. 


8/14 Prices fixed for continental deliveries of raw cane 
sugars. 


8/16 Base price fixed for pig tin. Price set for burlap. 


8/19 War Department announces release of National 
Guardsmen and draftees after fourteen to eighteen 
months of service. 


8/20 Maximum base price for formaldehyde established. 


8/21 Passenger-car production for August-November 
period is cut 26% below that for the correspond- 
ing period in 1940. Production to be curtailed 
by 50% by July 31, 1942. 


8/23 Prices set on Pennsylvania grade crude oil. 
8/25 Ceiling price on rayon gray goods ordered. 


8/27 Washed cattle tail and winter hog hair prices are set. 
Additional restrictions placed on exports of mili- 
tary equipment and related items. 


8/30 First limitation order restricts manufacture of trucks. 
9/1 Curb on instalment buying goes into effect. 
9/5 Maximum price set for southern pine lumber. 


9/8 Nelson order eliminates backlog of priority appli- 
cation. 


9/10 All priorities are made mandatory. 
9/12 Ceiling placed on anthracite prices. 


*Compiled by Frances J. Mills 


Date Control 
1941 


9/15 OPM curtails December passenger-car production 
48% below 1940 level. Maximum price estab- 
lished on ethyl alcohol. 


9/18 Anthracite price control revoked. 
9/19 Industrial hoarding ordered stopped. 


9/29 Ceiling price put on acetic acid. Manufacturers are 
told they cannot use priorities to replace inven- 
tories needed for nondefense work. 


9/30 Production of refrigerators ordered cut by 43.2%. 


10/1 By-product foundry and blast furnace coke prices 
set. Maximum prices placed on Douglas fir lum- 
ber. Ceiling price set on paperboard sold east of 
the Rocky Mountains. Set maximum prices on 
wastepaper. 


10/6 Mill margins on carded cotton yarns frozen. 


10/9 SPAB restricts all construction not necessary to 
defense. Iron and steel scrap are added to priority 
controlled list. 


10/10 Established a base price for wood alcohol. 


10/15 January passenger-car output cut 51% below the 
year-earlier total. 


10/17 President Roosevelt approves bill to requisition 
property. 
10/21 Use of copper in most civilian products prohibited. 


Maximum price established for carded gray cotton 
goods and colored yarn cotton goods. 


10/27 Maximum base price set for acetone. Maximum 
base price set for normal butyl alcohol. 


11/10 Established maximum price for crude and refined 
glycerine. Prices frozen on upholstery furniture 
fabrics. 


11/15 Established maximum prices on steel castings. 


11/19 Maximum prices established for builders’ hardware 
and insect screen cloth. Priority requisitioning 
power assigned to OPM to expedite defense 
program. 

11/23 Cigarettes, candy and gum are to be without metal 
foil wrapping after March 15. 


11/29 Steel plate put under complete allocation in first 
general allocation order. 


12/1 Maximum price established for crude and refined 
paraffin wax. Price-ceiling agreement on cars is 
reached. Maximum price set for used steel 
barrels and drums. 


12/2 Relaying rail ceiling prices established. 


12/3 Production requirements plan introduced on op- 
tional basis to secure detailed scheduling by 
quarters. 


12/5 Refrigerator manufacture curtailed. 
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C. Bottleneck in Air Expansion 


N Air Force of seventy combat groups, twenty- 
seven National Guard air groups, thirty-four 
Air Reserve groups and a Naval Air Arm of 14,500 
planes—such as is planned—would require an addi- 
tional 13 million air-frame pounds in the calendar year 
1948 and an additional 22 million pounds in 1949 
above the 1948 level. By 1953, the program would 
require the annual procurement of 111 million air- 
frame pounds. Previous requirements for 1948 total 
only 21 million air-frame pounds. 


PLANT CAPACITY 


Plant capacity is regarded as adequate. for this 
program. Wartime expansion of aircraft manufactur- 
ing facilities was financed 90% by government, in- 
volving an investment of over $3.8 billion. In all, 
the investment involved 350 aircraft plants. Floor 
space was expanded in 290 plants. In sixty plants, 
buildings were purchased, converted and _ rehabili- 
tated. Total floor space, as reported by -air-frame, 
engine, and propeller prime contractors, expanded 
from 9.5 million square feet in 1939 to a peak of 
175 million square feet in 1943. 

The present covered floor area of the major air- 
frame manufacturers now contracting with the mili- 
tary measures 41 million square feet. At the peak 
of war production, air-frame output was nine pounds 
a square foot a year. Thus, the present area should 
support a peak output, under full wartime conditions, 
of 369 million air-frame pounds a year. 

Approximating from the same ratio, the 21.2 mil- 
lion square feet of aircraft plants held in reserve 
should be able to support 191 million air-frame 
pounds a year at peak utilization. Potential capacity, 
measured under the best conditions attained in 1944 
and ignoring the possible contribution of producers 
of light personal planes, would be about 560 million 
pounds of air frames (including spares) a year.1 The 
available space is, therefore, more than adequate to 
cover anticipated production demands. 

Major manufacturers of aircraft and components 
are mostly producing in the Los Angeles, Seattle, 
Long Island, Connecticut and Maryland areas. Plants 
put into the reserve category by the government are 
well dispersed, mostly in the central and midwest 
states. If these reserve plants were put into active 
aircraft production, the total facilities would repre- 
sent an effective geographic dispersal. 

Labor will be affected greatly by expansion of the 
air force. Many workers will have to be added to 


\“Survival in the Air Age,” President’s Air Policy Commission, 
1948, p. 55. 


meet increased aircraft production needs and they 
will have to be drawn from a tight labor supply. In 
April, 1948, unemployment stood at about 2.2 million, 
or less than 4% of the civilian labor force. Most of 
this unemployment is frictional, caused by persons 
changing their job or seeking a job for the first 
time. , 

The wartime experience of the aircraft industry 
reyeals the problems that confront the industry un- 
der tight labor market conditions. Total employment 
in this industry in January, 1940, did not exceed 
100,000 workers. In the latter part of 1943, when the 
peak in employment was attained, about 2.1 million 
were at work—more than twenty times as many as 
in 1940. 

Many more than two million persons, however, 
have worked in the aircraft industry. A high turn- 
over necessitated the continuous replacement of work- 
ers. In 1941, air-frame, engine and propeller plants 
had to hire 1,500 workers to increase employment by 
1,000. To increase employment by the same amount 
in the following year it became necessary to hire 
2,100 workers. North American Aviation had to hire 
215,000 people during the war to maintain an aver- 
age employment of 55,000. Douglas Aircraft in one 
year had to hire 137,000 people for a net gain of 
37,000. In 1943, Lockheed lost six of every seven 
workers it hired. 


LABOR PROBLEMS 

The aircraft industry as a whole lost to the Armed 
Forces about two out of every three workers hired. 
To avoid the bottleneck caused by the drafting of 
essential workers, aircraft manufacturers are now 
strongly urging that all firms receiving defense con- 
tracts in the future be assured of a flat draft exemp- 
tion of all man power necessary to meet production 
needs. 

Women played an important wartime role in the 
aircraft industry. Prior to the war there were practi- 
cally no women engaged in aircraft production. 
Toward the end of 1943, almost 500,000 were em- 
ployed by prime contracting air-frame, engine and 
propeller plants—about 37% of the total work force 
in these plants. There is some doubt whether women 
will play as important a role in the defense program 
as they did in the war. Then, many women workers 
were either prompted by patriotism or had husbands 
in service and were not faced with the necessity of 
keeping house. These motives might not assume so 
much importance in the defense program. 

The labor shortage is apparent when related to 
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man-power needs under the seventy-group aircraft 


program. In 1944, under full wartime conditions, the: 


average annual output of an individual worker in 
the air-frame industry was 1,081 pounds. A total of 
more than 1.0 billion air-frame pounds was being pro- 
duced by all workers.1 Under the same conditions, 
annual production of the 111 million air-frame pounds 
necessary to meet the seventy-group program would 
require approximately 103,000 air-frame workers. In 
1947, about 136,000 production workers were em- 
ployed in the aircraft and parts industry, excluding 
engine production. 

But conditions were not the same in both these 
periods. In 1944, the average hours worked a week 
by wage earners in the aircraft and parts industry 
was 47.1, as compared with 39.8 hours worked by pro- 
duction employees in 1947. To compensate for the 
shorter work week, approximately 20,000 additional 
workers would be required to meet an annual produc- 
tion of 111 million air-frame pounds. 

Not only would the present work force have to 
meet production requirements of the seventy-group 
military program but it might also be required to 
meet the needs of the civilian market. One section of 
the “National Aviation Policy” states: “In the inter- 
est of national defense and the maintenance of a 
strong aircraft industry, the government should con- 
tinue to encourage the sale and use abroad of civil 
aircraft manufactured in this country, but with due 
consideration for maintaining and increasing the 
strength of United States international air lines.”? In 
1947, approximately 26% of aircraft production, as 
measured by dollar volume, was produced for the 
civilian market. 

Prior to the war, the aircraft industry was largely 
concentrated on the East and West coasts. Approxi- 


1United States Senate, 79th Congress, 2nd Session, Report No. 110, 
Part 6, “Investigation of National Defense Program,” p. 4. 


2National Aviation Policy,’ Report of the Congressional Aviation 
Policy Board, March 1, 1948, p. 40. 


mately 94% of the persons employed in the industry 
were located in these two areas. By June, 1944, they 
accounted for only 50.4% of the employment in the 
industry. Experiencing a rapid increase were the East 
Central and West Central areas, in which the per- 
centage of total workers rose from 3.7 and 2.3 to 32.1 
and 17.5, respectively. Primarily responsible for this 
shift was the construction of many of the larger air- 
frame plants in nonindustrial inland areas for pur- 
poses of security and for tapping new supplies of 
labor. Almost all other aircraft facilities, including 
engine, propeller and parts plants, were built in 
established industrial areas. 


Imbalance of Employment 


At the present time, employment is no longer so 
well dispersed as it was during the war. The East 
and West coast areas have once more come into prom- 
inence. In February, 1948, approximately 867% of the 
employees of leading aircraft companies were located 
in these areas.1 If the use of plants held in reserve 
were to be effected, the result would be a dispersal of 
employment, since reserve plants are mostly located 
in the East Central and Midwestern areas. 

Illinois, Ohio and Maryland are now faced with 
labor shortages. New York State reports a low rate 
of unemployment at the close of 1947. In-migration | 
of workers to these areas will be made difficult by 
lack of housing facilities. 

One area that is not beset by any shortage of labor 
is Los Angeles. In 1947, total employment in air- 
craft companies in this area decreased 9%. Most of 
the decrease came from firms producing for the civil- 
ian market. 

Irwin SCHWIMMER 


JosePH §. ZEISEL 
Division of Business Economics 


1Based on plant employment in sixteen leading aircraft companies 
as listed by the President’s Air Policy Commission. 


D. Industry Bucks Inflation 


HE movement by the steel industries to refuse 

wage demands and at the same time announce 
price reductions was a surprising development in the 
race between wages and prices. 

Demands for wage increases have been followed in 
short order by price increases ever since the “hold- 
the-line” policy was abandoned after the war ended. 
This time, however, United States Steel has taken the 
lead among the steel producers by denying a third- 
round wage increase in order to lower prices of con- 
sumer goods approximately $25 million. 


Other large steel producers followed the lead of 
United States Steel and refused to grant a third-round 
wage increase. Among them were the Bethlehem 
Steel Company, Youngstown Sheet and Tube Com- 
pany, Republic Steel Corporation, Jones and Laugh- 
lin Steel Corporation, Pittsburgh Steel Company, 
Crucible Steel Company of America, Lukens Steel 
Company and Inland Steel Corporation. Some of 
these companies have announced price reductions; 
others are studying the problem. 

The reduction in prices gains even more significance 
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in that it coincides with a recent 4% freight increase, 
which means adding about 50 cents to 75 cents a ton 
to steel production costs. The granting of pension 
requests for coal miners, as proposed by John L. 
Lewis and Senator Styles Bridges, welfare fund trus- 
tees, would also result in higher coal prices in coming 
months. The United Mine Workers requested a meet- 
ing with bituminous coal operators on May 18 to 
discuss terms for a new working contract to replace 
the present agreement which ends on June 30. But 
the meeting broke up on the following day because of 
Mr. Lewis’ objection to the presence of Joseph E. 
Moody of the Southern Coal Producers Association. 

This would not be the first time since the war that 
industry’s attempt to lower prices has been thwarted 
by rising labor and material costs. Ford Motor Com- 
pany and the International Harvester Company 
started a price reduction movement more than a 
year ago, but other companies did not follow suit. 
Organized labor won a second-round wage increase 
and costs continued upward. 


This time, however, the projects for making the. 


program stick have a better chance of fulfilment. 
Even before the steel industry price cut was an- 
nounced, the electrical equipment manufacturers had 
started to lower prices. Reductions by the Westing- 
house Electric Corporation since the first of the year 
amount to more than $14 million on an annual basis. 
Since the steel price-cut announcement, Westinghouse 
has announced further price reductions averaging 
about 5% on products such as switch gears, airport 


lighting, radios, electric refrigerators and water heat- 
ers. Several months ago, the General Electric Com- 
pany reduced prices on a broad list of products and 
has more recently cut prices on fractional horsepower 
motors, conventional transformers, lighting arrestors, 
feeder regulators and capacitors; and General Motors 
reduced appliance prices 5%. 


AGAINST THIRD-ROUND DEMANDS 

Labor’s demands for a third-round wage increase 
has met stiff opposition in the durable goods indus- 
try ever since the United States Steel Corporation 
turned down the union’s request for a wage increase. 
Bargaining talks of the General Electric Company 
and the Westinghouse Corporation with United Elec- 
tric Workers were recessed indefinitely at the union’s 
request. The Chrysler Corporation dropped its pre- 
vious offer of an increase of 6 cents an hour which the 
union scorned. The strike of some 75,000 workers at 
the Chrysler plant started on May 12. 

Brass and copper companies in the Connecticut 
Valley are also resisting wage requests by the CIO 
Progressive Metal Workers Council. In fact, resist- 
ance is becoming so widespread that labor unions re- 
fer to the trend as the “Big Steel Formula.” At the 
other extreme, a strike at the General Motors plants, 
on May 28, was averted by giving 225,000 workers 
an increase of 11 cents an hour in a two-year contract 
which is tied up with the cost of living. 


Wir11aAmM B. Harper 
Division of Business Economics 


Economic Notes 


A Way To Push Food Prices Up 


“Tt is widely held that the higher profits of manufactur- 
ing industry make for a higher commodity price level. This 
implies that industries, by refraining from high profits, 
would be able to reduce the level of prices. Those who 
attack high profits and aim at lower prices cannot possibly 
believe that these profits should be reduced through wage 
increases; they obviously think that industry should lower 
the prices of its products. Often, however, the high profits 
are chiefly a matter of large business volumes with small 
margins per unit; in such cases price cuts at the expense of 
profit could not be appreciable. In many instances, more- 
over, price reductions would not reach the ultimate con- 
sumer because dealers, pushed by eager demand, could 
easily pocket the manufacturers’ rebates. But even if they 
were passed on, would this really result in a reduction of 
the level of consumers’ prices? 

“Since most industries are producing full capacity out- 
puts, price reductions on manufactured commodities would 
not mean that there was more to sell. Can it be seriously 
assumed that the poor and middle-class people—in whose 


favor the price reduction is advocated—would not try to 
buy more food and thus spend on foodstuffs some of the 
portions of their incomes which are freed through the price 
reduction of manufactured goods? There are good reasons 
for doubting that the money that people do not have to 
spend for manufactured goods (owing to their reduced 
prices) would all go into increased net savings. But if 
much of this money were to go into purchases of bread, 
milk, eggs, meats, etc., the effect would be a further bidding 
up of the prices of these agricultural products. Middle-class 
people would be getting the greatest relief from reduced 
prices of manufactured goods. But, since they could then 
become stronger competitors in the scramble for short food 
supplies, their relief may be partly at the expense of the 
very poorest, who would have a still slimmer chance of 
keeping their places at the nation’s fodder trough. All in 
all, if reduced prices (without increased supplies) of indus- 
trial products are translated into increased prices of agri- 
cultural products, the inflationary situation is hardly im- 
proved.” —Fritz Machlup,“Misconceptions About the Current 
Inflation” in The Review of Economics and Statistics, Feb- 
ruary, 1948. 
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SURVEY OF BUSINESS PRACTICES: 


Tighter Quality Control for Better Products 


UALITY of products is equal to prewar stand- 

ards or higher, according to most of the com- 
panies covered by this month’s survey of bus- 
iness practices. Nearly one half the cooperators note 
that postwar requirements are more rigid than be- 
fore the war, while just over a third report no differ- 
ence. A very small percentage of the companies be- 
lieve that the postwar requirements are slightly lower 
than before the war. Often this reflects a shortage of 
products and materials. As supply situations ease, 
quality requirements generally rise. 

Slightly more than half the companies have sepa- 
rate departments concerned with quality control. 
Another one third have made quality control a sub- 
division of another department. The remaining few 
companies (about 15%) delegate the function to one 
individual in the company. A majority of companies 
find that the cost of operating a quality control sys- 
tem is justified by the results obtained. 


PREMIUM ON QUALITY 


The nature of the product in certain industries 
places a premium on quality. In the cement industry, 
for example, manufacturers find that their customers 
purchase on the basis of consistently high quality first 
and prices as a secondary consideration. Specifications 
for cement are becoming more complex and in some 
cases more expensive. These requirements of quality 
must continue to be met in order to retain customers. 
Railroad equipment manufacturers, for example, now 
work to tolerances of as little as .0001 of an inch. 
With large amounts of equipment being ordered by 
the roads, manufacturers of diesel locomotives, for 
instance, have been able to introduce mass produc- 
tion techniques into their plants. This has meant 
closer control of tolerances to achieve interchange- 
ability. 

The degree of purity maintained is of prime impor- 
tance to consumers of chemical products. There are 
times when the presence of some impurities, even in 
very minute quantities, detracts from the results 
which the user might otherwise obtain. Consequently, 
the quality of the products is becoming increasingly 
evident. to the customer and he requests closer con- 
trols all the time. The industry produces to customer 
specifications as well as its own standards. An officer 
of a leading chemical company points out: 


“While the nature of our business has called for control 
of product quality because our products are sold either 
on specification or under trademarks which have a value 
only if the products sold under these marks are of accept- 


able quality, we believe that customers are even more 
interested in quality today than they were prewar. In 
the war years availability of materials resulted in some 
suppliers lowering the quality of their goods in order to 
increase their output to meet demand, but with a return 
to a buyers’ market the situation has changed and qual- 
ity once again has become important.” 


INFLUENCE OF COMPETITION 


The food industry considers quality as the major 
consideration in its business. Consumers haye be- 
come very critical of quality because of wartime ex- 
periences. Their desire for the highest type of prod- 
uct possible has made the industry tighten its quality 
specifications. Minimum standards of food quality 
are set by federal, state, or civic agencies, but com- 
petition does not permit companies to sell very ef- 
fectively unless the quality is far above this mark. 

Another group which believes that quality stand- 
ards are higher now than before the war are the 
manufacturers of specialized industrial machinery. 
Most of the equipment produced is built to custom- 
ers’ specifications or are standard models modified by 
customers’ special requirements. Customers are anx- 
ious to obtain equipment which reflects the many 
technological developments made during and after 
the war. In general, their standards reflect a desire 
for more stringent quality. 


EFFECT OF SHORTAGES 


Companies in several other industries indicate that 
their customers are setting more stringent specifica- 
tions now than they did before the war. Some compa- 
nies, however, report that customers are willing at this 
time to accept merchandise which is below their 
standards of quality. They are waiving requirements 
only temporarily, however, in order to obtain speed- 
ier delivery of still-scarce products. These manufac- 
turers realize that as supply and demand come more 
into balance, customers will no longer be willing to 
accept goods which do not meet the specifications 
which their orders have set forth. 

Several companies state that customer specifica- 
tions and requirements are below prewar levels. These 
companies generally find raw materials either very 
difficult to obtain or below prewar standards. In a 
few instances, however, customers complain about the 
situation. For example, a large paper manufacturer 
reports: 


“In some of our products, where the supply has caught 
up with the demand, there are complaints on quality, 
and we are endeavoring to get our product up to prewar 
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or better quality just as fast as possible. On the other 
items in our line, in which there is still a shortage, we 
are not receiving complaints, and, in some cases, are not 
yet back to our prewar standards. We are, however, try- 
ing on all our products to get back to prewar or better 
as quickly as raw material and other conditions will 
allow us.” 


SALESMEN AS INSPECTORS 


Shoe and leather manufacturers are having a diffi- 
cult time attaining the quality standards they main- 
tained before the war. They attribute much of the 
trouble to the slackening of quality requirements dur- 
ing the war when the workers became used to pro- 
ducing inferior merchandise. In an effort to get work- 
ers back to producing the proper quality, one shoe 
manufacturer used his salesmen as inspectors. Their 
inspection anc criticism of all merchandise which left 
the factory had a salutary effect upon quality. This 
policy was recently abandoned, and five quality su- 
pervisors were placed in the main departments of the 
plant. 

A large foundry finds that its customers have low- 
ered their own standards. These customers no longer 
have rigid government requirements to meet and 
are not adhering to wartime testing standards. The 
company also thinks that basic raw materials are 
much inferior in quality to previous years. As a con- 
sequence, average metallurgical quality is lower than 
before the war, with the customer’s full knowledge. 


QUALITY NEEDS ARE CONSTANT 

Varied reasons are advanced by companies who are 
turning out goods of as high quality as before the 
war. Among mining concerns, an agency affiliated 
with the industry makes tests to determine whether 
coal meets standards of sizing which were not relaxed 
during the war. 

Petroleum producers also find that requirements 
and specifications for most of their products are no 
higher than they were before the war. Gasoline is a 
major exception. The general trend, which was also 
in evidence before the war, is for customers to use 
specifications which have a close tie-up with their 
actual requirements. There have been industry- 
wide minimum standards set up for many petroleum 
products. These specifications have been laid down 
by federal, state, or other outside agencies, as well as 
by industry. The producers compete on price based 
on almost equal quality. An executive of a leading 
petroleum company states: 

“Tt must be recognized as a general rule that products 
supplied must adequately serve the customer’s needs. 
However, in these days of unprecedented petroleum prod- 
uct demand and rapid technological development, it is 
obvious that the quality of products supplied is subject 
to a number of limiting factors. Over the long term, it 
is possible to treat product quality and its control from 
two basic standpoints: 


(a) Quality limits imposed by functional needs of 
customers and competition; 

(b) Controls to meet quality requirements within the 
limits set by (a) at minimum cost.” 


Rubber products manufacturers report that custo- 
mers have tempered their quality requirements to 
meet the supply situation created by the war. The 
consumers got used to the synthetic rubber materials, 
and are satisfied to receive any natural rubber at this 
time. As more natural rubber becomes available, the 
manufacturers assume that the public will desire 
better quality. 

Among the companies reporting that customers’ 
standards are practically the same today as they 
were before the war, there is, nevertheless, an increas- 
ing insistence for products to meet specifications as 
materials become more plentiful. 

Some executives point out that in their industries 
the war retarded product development and users of 
their products were going along with them on prewar 
standards. 


THE CONTROL ORGANIZATION 


Slightly more than half the companies cooperating 
in this month’s survey indicate that they have a sepa- 
rate department or division concerned exclusively 
with quality control. In one third of the companies, 
this function is a subdivision of another department. 
The remaining 15% of the companies delegate this 
work to an individual who in many cases has other 
duties as well. 

In most companies quality control] is a function of 
management on the top executive level. Many of the 
executives emphasize the importance of keeping qual- 
ity control separate from the supervision of either 
sales, engineering, or production departments. Undue 
pressure from any one of these departments could 
conceivably hinder the work of the quality control 
group. One large food concern has set up an entirely 
separate company to administer quality control. 


Formal Control Groups 


The textile industry employs extensive quality 
control methods in the manufacture of its products 
and practically all the cooperating textile manufac- 
turers indicate that they have formal quality control 
groups. Controls, inspection and sampling are an 
important part of their programs. 

In many textile mills the foundation of the quality 
control system is the laboratory. It aids in control- 
ling research and development of the fabrics as well 
as actual production. Operating standards are set up 
in this department. An executive of one textile com- 
pany says: 

“The foundation of the quality control system is the 

mill laboratory, which is under the supervision of a head 

office control department. The laboratory organization 
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consists of a supervisor and one or more technicians. The 
technicians collect samples, perform tests and record 
data in accordance with planned sampling and testing 
procedures. These procedures are selected, developed and 
organized to provide continual checks on all phases of 
manufacturing activities. The guiding principle is: (1) 
to select a small number of critical points where effort 
may be concentrated to the greatest advantage; (2) to 
institute sufficient spot checks at less critical points so 
that off-standard conditions will be quickly noted. 

“In addition to quality control, control is exercised 
through the laboratory’s function over machine main- 
tenance, waste production and handling, operating effi- 
ciency and general manufacturing costs. An essential 
element in the quality control program is setting up 
manufacturing standards. Establishment of standards for 
all phases of manufacturing activities makes it possible 
to isolate rapidly those items which need attention. This 
is done by comparing the original data with the standards 
and noting whether they fall within or outside the pre- 
scribed tolerances.” 


Shortly before the war, textile manufacturers began 
to recognize the advantages of statistical methods of 
quality control. The use of statistical formulas has 
gained wide acceptance since the war, especially in 
mass production industries. This acceptance was ac- 
celerated by the emphasis which the Army and Navy 
agencies put upon statistical techniques during the 
war. Individual textile companies have strengthened 
their quality control systems by continuous research. 


Varies among Industries 


Steel producers are concerned with quality con- 
trol, which is generally closely coordinated with the 
metallurgical department. Many companies use the 
quality control department as a liaison between cus- 
tomers and the production department in order to 
keep products up to customers’ requirements. Much 
of the operation of the department is in the form of 
line inspection. 

Stringent specifications of customers have made 
quality control of paramount importance to electrical 
supplies manufacturers. Several of these companies 
have been instrumental in the research and develop- 
ment of statistical quality control methods. They are 
particularly applicable to this type of production. As 
one executive comments: 


“Within the various divisions and departments, there 
is a great variety in the way in which quality control 
is handled. In general, in the heavy apparatus and spe- 
cial products lines, quality control is performed by the 
engineering and manufacturing staffs. We regard statis- 
tical theory of quality control as simply one more of the 
many facets of knowledge that engineers must use.” 


Assigning the quality control function to an exist- 
ing department is most prevalent in relatively small 
companies. These companies usually do not feel that 
the expense of maintaining a separate department is 


warranted. A few of the small companies regard qual- 
ity control important enough to necessitate a separate 
department. But in most of these cases, the control 
consists of just a routine product inspection. 

In companies where quality control is handled by 
one man, he may be in production, research, or the 
sales departments, according to the survey. In a few 
companies, the quality control function is carried on 
by a top executive. Most of these one-man quality 
departments are responsible directly to top manage- 
ment. One company has its quality control man re- 
port to the executive vice president. In another, he 
reports to the president. In another he reports di- 
rectly to an executive committee. The majority of 
concerns which permit one man to handle this func- 
tion do so for the same reasons as do the companies 
which carry it as a subdivision of another department. 


MODERN METHODS 


A condensed description of modern statistical qual- 
ity control methods is contained in a letter from an 
executive of an electrical machinery manufacturing 
concern: 


“Statistical methods involve the use of the theory of 
probability for predicting the product quality which 
can be expected during some foreseeable time in the 
future. A few pieces, or assemblies, are inspected, and, 
from the observations made on these parts, some cal- 
culations are made which tell us whether quality vari- 
ability is satisfactory, or whether it is greater than can 
be reasonably expected. If at this point quality variabil- 
ity is greater than is reasonable to expect, action is re- 
quired on the part of the foreman to correct those factors 
contributing to the excessive variability. 

“Once this quality variability has been reduced to 
within reasonable limits, it is possible to predict the 
product quality which can be reasonably expected within 
the next hour, two hours, or day, depending on the type 
of operation. 

“Inspection of samples of the product taken at regular 
intervals serves as a check to indicate that product vari- 
ability has not deteriorated to a point where unsatis- 
factory product quality might be encountered. 

“This is a particularly efficient tool for controlling the 
quality of parts when the specification limits are par- 
ticularly close, and it has been found that it has been 
difficult to meet the quality requirements.” 


EFFICIENCY OF SYSTEMS 


There appears to be no accepted technique for 
evaluating the efficiency of quality control systems. 
In fact, half of those reporting have not attempted to 
make any such analysis. For those who do, a ma- 
jority have found that the results fully justify the 
expense and work involved. Many companies point 
out that once the system has been effectively inte- 
grated into the business, costs constitute a very small 
percentage of the over-all cost of production. After 
making cost surveys of this type, many companies 
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have found the savings realized more than offset the 
entire cost and operation of the system. Such savings 
often include less spoilage and rework of rejected 
items. An executive of a food company comments: 


“Our cost of quality control varies according to the 
product from perhaps one tenth of one per cent of gross 
sales to a high of one per cent. An average figure would 
be in the neighborhood of two tenths of one per cent. I 
am sure we would consider quality control testing essen- 
tial if it cost five times as much.” 


As a general rule, cooperators feel that quality con- 


trol pays. Even those who comment on the heavy 
expenditure involved feel that it is indispensable. One 
manufacturer of metal products has stated: 


“We are certain that our over-all inspection costs are 
out of line, but as of this moment, at least, we have not 
been willing to use the hatchet, because to do so, we feel, 
would impair the standard of quality for which the com- 
pany is known.” 

Henry E. Hansen 
Howarp R. BLANK 


Division of Business Practices 


ECA Begins Operations 


HE Economic Cooperation Administration will 

be spending $5.3 billion for the period April 1, 
1948-March 31, 1949, to implement the European Re- 
covery Program. 


SHIPMENTS ON THE WAY 


Shipments of food, fertilizer and fuel have already 
been made, although Congress has not yet appropri- 
ated any ECA money. Commodities exported under 
terms of the $55 million interim aid bill of March 31, 
1948, to France, Italy and Austria actually count as 
ECA operations, and will be deducted from the forth- 
coming appropriation. An advance of $1 billion, fur- 
nished interest free by the 
Reconstruction Finance 
Corporation, is keeping 
the program going until 
ECA receives funds of its 
own. This RFC money 
will also be considered 
part of the total program. 

Distribution of the 
money between loans and 


work of purposes and methods. He is authorized to 
grant $1 billion in loans through the Export-Import 
Bank, to which he may issue special Treasury inter- 
est-bearing notes for the purpose. 

The ECA has already issued a revision of the esti- 
mates prepared several months ago by the Executive 
Branch, which gave anticipated exports from the 
Western Hemisphere under the assistance programs 
by commodity and country.1 The distribution of dol- 
lar aid by country has also been revised. 

1For details of former estimates, see articles referred to in preceding 


footnote. Publications containing the new estimates are named and 
described in the accompanying bibliography. 


Table 1: Comparative Estimated Distribution of United States Funds under 
European Recovery Program, by Countries 
Sources: Senate Foreign Relations Committee; European Cooperation Administration 


April 1, 1948- 


April 1, 1948-June 30, 1949 March $1, 1949 


New 


Millions of 


Dollars 


Millions of 
Dollars 


Millions of 
Per Cent Bilas Per Cent 


. ead J WIC] SCR Starrs, aR Sloe FER ae — aes 182 2.7 243 186 3.6 
grants remains to pe de-  Belgium-Luxemburg and dependencies. . $23 4.7 378 296 5.7 
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nee and dependencies............... : ; F , . 
tor Paul Hoffman. tia ot EO Rs Ne Mig ia MEA 2.7 138 106 2.0 
meme, most places,” the - Iceland, :...)..0.2-.ped..+-d0n schol 2 ot 2 
ECA act gives wide lati- Bsc st ser RS Oe cit: Oe es un naie 
tude to the administrator Nabecinists bad depandaneiedne 3-3 10.3 600 | 11.5 
within a general frame- Norway.........................006. 5 33 6 
ere ott on the Turco Sowtanel ee alee Gitte tM. ee ARN Atel Wedd Nie co tal || dicate: Sycuea Ibe me |) Meena | NS nee a a ame 
SSWCULGIL, 3 cis vi bce tc romtmend ater ns x ori 28 5 

nm Recovery Program and bib- Govtteerland 

aesphics of official documents “SSE Ie Oe ek Ge PEP Sead Rina Ne ce aa (alae a “ ton: 

i eitning a have been publi ig re ee : 
MR estenss Record tor January, a See and dependencies. ..... 1,324 25.4 
1948, under the title, “From Paris ‘Bicone y 437 8.4 
Report to ERP,” and in The Busi- rr h - nt oe ee hie ak 96 i . 3 
ness Record for February, 1948, NCH ZONE. 2. css ccc ere escesuscar 16 3 

under the title, “American Exports Mclne 846.6 °R¥ Sollee. 9.0 4:6 6 Cl we mle We nays . 
Under ERP.” PPG tee SH bs va 5,222 100.0 
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As shaped by ECA, aid for the first period is for 
fifteen months, as contemplated in the President’s 
original request for $6.8 billion. The commodity 
estimates, as formerly, are split between an initial 
quarter, April 1-June 30, 1948, and the fiscal year 
1949. ECA’s obligation of $5.3 billion, however, is on 
the basis of one year, extending from April 1, 1948, 


to March 31, 1949, which 
will thus provide for only 
twelve months of the fif- 
teen-month plan. Prices 
are calculated as of July 1, 
1947, with an upward ad- 
justment. 


The principal revisions 
for the first quarter are 
increases in shipments of 
coarse grains, sugar, meat 
and pulses; and declines in 
fats and oils, eggs, coal 
and trucks. For the fiscal 
year 1949, the chief de- 
clines over previous esti- 
mates are shown in grain, 
fats and oils, eggs, petro- 
leum, iron and steel, coal 
and trucks. Meat, pulses 
and sugar have been in- 
creased. Details are given 
in Table 2. 

Perhaps the most im- 
portant changes are in the 
iron and steel group, where 
supply, in any event, 
would be tight. Shipments 
of finished steel are cut by 
more than 20%, and of 
crude and _ semifinished 
steel by almost 20%. Pig 
iron and scrap exports, 
which were small anyway, 
are eliminated. 

The distribution of 
money to cover the deficits 
of the European nations 
arising from _ insufficient 
dollar earnings to pay for 
their imports from the 
Western Hemisphere has 
been revised. (See Table 
1.) The figures for Ger- 
many show the greatest 
change. Although the com- 
pilation shows a percent- 
age decline in the Bizone’s 
share of the total appro- 


priation from 13% to 8%, there is a different method 
of handling an $822 million appropriation being 
sought by the Department of the Army for the pre- 
vention of disease and unrest in Germany. Since the 
revision is based on higher dollar imports and lower 
dollar earnings on exports for the Bizone, a compar- 
able reconciliation would probably show an increase 


Table 2: Comparative Estimates of Commodity Exports from the United States 
to Participating Countries under European Recovery Program 


Sources: Department of State; Economic Cooperation Administration 


April-June, 1948 


Fiscal Year, 1948-1949 


Quantity Value? Quantity Value? 
Commodity 
Old New Old Old | New Old | New 
Thousands of Millions of Thousands of Millions of 
Metric Tons Dollars Metric tons Dollars 
Bread! grainssgonee. ke cess ee nae 2,375 | 2,367 | 218.3 | 217.7 || 5,820 ere see 
Coarse graings 3)... bee eee eer 80 129 5.8 9.5 |) 1,125 es sr 
AND graunstoid see octets ce eee e cicioraie wife Be Ree on a 8,065 4 
Patsiand oils. 4023.9 36 14 20.0 Mica 146 122 : 
Oilcake and meal.................. 48 48 4.4 4.3 198 198 x 
UGE eee eee hat cae aeeree osiciara we 42 51 6.5 ws9 138 185 ; 
Meat... ee ekiee SO aiineMmen idle s.0 obs vi 11 ei 2.9 23 F 
Dairy, productse. ares sa weaneedtes vee cate cand 75.2| 80.4]) ... é 
Cheeses. « sn.a:s.sthas homies anette 44 45 COE ste 90 toe 
Canned mile ve tice. 2a 80 80 san ae 160 160 3 ae 
Dried miller eee 63 62 , : 125 125 oy ie 
E2985: sive, sia s, wcrc atalateiste rat s 20 It {| 1270 6.7 40 : : 
Dried 'fraitayh. fa. Saas oan we Bae 32 32 6.9 7.0 121 121 : : 
Rices. tis de aie ARR eet a eas 5 5 Le Le 26 ¢ : 
Other £00ds) cc suo0s dosceuae esses 9.2] 11.6 eee ota, : , 
‘Pulsesoeeeet et ee ee ate rae 37 51 : — 150 198 ane a 
Fresh friitass, st. scieaie << sen ote 26 26 : nr 332 337 DS: a 
Tobacco: cs scucienenietecAc ate re cs 51 53 52.5 55.0 205 208 | 210.0 | 219.0 
Colton: actebasituctcustisc eens 170 170 | 142.5 | 142.5 521 521 | 438.3 | 438.3 
INIEROZER. cteenis eh icnresita ines seb 12 12 2.4 2.4 70 70 14.0 14.0 
(Phosphates a<.> tine. stiles aemes cu..'5 oe ee 6 6 ksh ge 2.5 2.5 
Phosphatetrock:%. <..c:s:hisssteetes = Q1 21 Ron ae 83 83 ae: ae 
Agricultural machinery............. alah sitags Dee Se wae «ss, | 186.8 | 186°3 
Coal-mining machinery............. os ae ae Sa.8 aes Bh 81.9} 81.9 
Coal ress Bi seacaen cc's « eens eae 10,250 | 6,210 92.3 55.9 |133,000 |30,136 | 297.0 | 271.2 
Petroleum products®................ 5,371 | 5,428 | 121.3 | 120.2 23,903 |21,700 | 530.6 | 479.4 
Pinna beers piles nts. sate ee estore dle ansi 462a 462a| 24.0 24.2 || 1,848a| 1,848a} 96.3 96.7 
Tron and steel 
Binished steel’... o-scaaepa seers 414 414 | 44.6] 39.0]| 1,655 | 1,300 ) 182.1 | 128.5 
Crude and semifinished steel. ..... 187 187} 11.9] 13.1 748 616 | 47.2] 43.1 
Pig irony once cee eee eile ake a iere 9 9 A} 38 35 tl 1.3 ce 
Scrapurong:.0, eee nas ss 32s ll A Re 45 si 1.6 ce. 
ME Tucks): < o:,¢,05 thie ores stole diane wisisieves 13b 106} 19.7 14.6 54d 39b} 80.9 58.2 
Freight Cars’. se csiacle oss sisisice asc oe e3 3 206 20b} 60.0} 60.0 
Steel equipments «...o04' s¢ sivas ots hd ee iets 48.1] 48.1 
Timber equipment................- an : 16.9] 15.9 
Electrical equipment.............-- 7 : 95.0] 95.0 
Petroleum equipment..............- F ; end eee 
Copperifes wr fetes. sae ia = Romer rants 15 6.1 58 24.6 
Lead: ins... Sane teoas eee cee 6 “vf 22 6.7 
PANGS agile ick berets eteataarorin cs wie ca ake 11 2.6 44 10.6 
Cotton: yarnc ic..saee cs career eee Mee c ata 5 2 3.8 
Cotton cloth. 1 ca get cone eee «53 fe 6 rie TO 29 84.9 
Rubber; Se oteae ced suaabetetata susie ats ae? 1 ia 2 6 2.9 
Figh joc dc. oe tttatteo ne «bleeieaines to. ae ll see 10.3 46 41.5 
Hides, skins, and leather............ oe Ae ie 4.6 : 18.0 
Chemicalsi 2 2. c.ceetea ens ohen we on re ihe 45.9 ; 184.5 
Machinery not elsewhere classified. .. re AS: Toe tell ad 451.3 
Vehicles ca cidaxir st ones ae ee Sel mas 41.9 201.4 
Miscellaneous commodities.......... er cae 250.7 1,055.8 


aThousand cubic meters. 
bThousand units. 
cLess than 500 metric tons. 


1Prices as of July 1, 1947. : 

*New estimates give only total grain shipments for 1948-1949. 

*Total imports from dollar sources, largely outside the 
continental United States. 
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THE DOCUMENTS IN THE CASE—III 
(A Continuing Descriptive Bibliography on the European Recovery Program) 


8. The Senate Foreign Relations Committee issued a 
report explaining the European aid legislation as later 
passed. This document also contains various data based 
on the Executive Branch estimates (see item 5 in the 
bibliography in The Business Record for February, 1948) 
in breakdowns not previously available. 


Senate Foreign Relations Committee, “European Recovery 
Program,” Report on S. 2202, Sen. Rpt. No. 935, 80th Cong., 
2d Sess., Feb. 26, 1948. 


9. The legislation, as enacted, is entitled the “Foreign 
Assistance Act of 1948.”? It contains four titles. The 
first, called the “Economic Cooperation Act of 1948,”’ 
is the European Recovery Program. The other three 
deal with a $60 million authorization for the Inter- 
national Children’s Emergency Fund; $275 million for 
supplementary assistance to Greece and Turkey; and 
$463 million for aid to China, respectively. 


Public Law 472, 80th Cong., Chapter 169, 2d Sess. (S. 2202). 
April 3, 1948. 


10. Material in the accompanying article is based on 
revised estimates of the quantities and dollar values of 
commodities to be procured under terms of the Eco- 
nomic Cooperation Act. They change somewhat the 
Executive Branch estimates referred to in items 5 and 8 
of this bibliography, and are the framework for the 
actual ECA operations already begun. The material is 
in tabular form, and consists of three separately bound 
volumes. 


Economic Cooperation Administration, “European Re- 
covery Program,” April 8, 1948. 


Proposed Distribution of Economic Cooperation Act 
Financing by Country and Commodity. 


Estimated Commodity Imports and Exports of the Par- 
ticipating Countries by Value and Quantity, April 1, 1948- 
June 30, 1948 and July 1, 1948-June 30, 1949, 


Estimated Balance of Payments on Current Account of 
the Participating Countries, April 1, 1948-June 30, 1949. 


11. The Herter Committee (see Item 3 of this bibliog- 
raphy) has continued to issue reports on various phases 
of European economic problems and American aid. 
Of the new studies published, the following have a 
bearing on the European Recovery Program: 


House Select Committee on Foreign Aid— 


“Selected Aspects of the World Food Situation and Pos- 
sible Remedial Programs,” Supplement to Preliminary 
Report Three, April 23, 1948. 


“The Role of Steel in the European Recovery Program,” 
Supplement to Preliminary Report Siz, April 21, 1948. 


in its share rather than a decline. It will take consid- 
erable time for all the mechanics and policies of 
ECA execution to emerge clearly. Revisions of the 
data thus far released will, of course, be necessary as 
the program swings into gear. Of all the problems 
which ECA faces, among the most significant and 


“Report on Greece,” Preliminary Report Twelve, Jan. 27, 
1948; Supplement, March 11, 1948. 


“Report on Germany,” Preliminary Report Thirteen, 
Feb. 6, 1948. 


“What Western Europe Can Do for Itself,” Preliminary 
Report Fourteen, Feb. 13, 1948. 


“The Place of the United States in European Industrial 
Development,” Supplement to Preliminary Report Fourteen, 
April 22, 1948. 


“Inflation and Methods of Financing Any Foreign Aid 
Program,” Preliminary Report Fifteen, Feb. 15, 1948. 


“Governmental Control Powers Affecting the Foreign 
Aid Program,” Preliminary Report Sixteen, Feb. 16, 1948. 


“Transportation as It Affects the European Recovery 
Program,” Preliminary Report Seventeen, Feb. 17, 1948. 


“Report on the United Kingdom,” Preliminary Report 
Eighteen, Mar. 7, 1948. 


“Selected Machinery and Equipment in the Proposed 
Foreign Aid Program.” Preliminary Report Nineteen, 
Mar. 7, 1948. 


“The East European Economy in Relation to the Euro- 
pean Recovery Program,” Preliminary Report Twenty, 
Mar. 7, 1948. 


“The Soviet Union in 1947,” Supplement to Preliminary 
Report Twenty, April 22, 1948. 


“Report on Trieste,” Preliminary Report Twenty-one, 
Mar. 11, 1948, 


“Present Functions and Organization of United States 
and International Agencies Related to a Program of Foreign 
Aid and Recovery,” Preliminary Report Twenty-two, 
Mar. 12, 1948. 


“Latin America and the European Recovery Program,” 
Preliminary Report Twenty-three, Mar. 13, 1948. 


“The Belgium-Luxemburg-Netherlands Customs and 
Economic Union,” Preliminary Report Twenty-four, April 7, 
1948. 


12. At the request of Senator Vandenberg, chairman 
of the Senate Foreign Relations Committee, the Brook- 
ings Institution prepared an analysis of the adminis- 
trative problems connected with a comprehensive 
European aid program. Recommendations as to the 
content of legislation were made, substantially all of 
which were included in the final bill. 


Brookings Institution, “Administration of United States 
Aid for a European Recovery Program,” Report to the 
Committee on Foreign Relations, U. S. Senate, 80th Cong., 
2d Sess., Committee Print, Jan. 22, 1948. 


far reaching are the bilateral agreements which, under 
the terms of the act, must be negotiated with each 
European country participating. 


Lawrence A. Mayer 
Division of Business Economics 
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Canners Plan for 1948 


N CANNED foods, as in so many other industries 
today, two conflicting appraisals of the business 
outlook are evident. First, there is the cautious out- 
look which assumes the form of inventory cutback, 
price reductions and intensified promotion. The other, 
now steadily gaining ground, is one of optimism, 
based on what are believed to be the implications of 
the Economic Cooperation Administration and the 
defense program. 

Within the past few weeks, the food industry has 
become increasingly aware of the part it would play 
in the event of further deterioration of international 
relations and of its more immediate part in the main- 
tenance of trainee troops. Many traders in canned 
foods, for example, believe the market is now shaping 
up for a period of activity and price stability. The 
enactment of the European Recovery Program and 
greater take-home pay have also contributed to this 
recent reversal of sentiment. An active, optimistic 
market would mark the end of an extended buying 
holiday. 

Says The Canner, a national technical and mar- 
ket journal: 


“Today’s market ignores the possibilities of strong 
demand. If there is a temporary draft of men coming 
and eventually universal military training, canners are 


Chart 1: Shipments and Supplies of Canned 


Fruit and Vegetable Products! 


Source: Department of Commerce 
Millions of Cases* 
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Note: Based on marketing season for each item included 
1 Includes baby foods and juices 
*Basis: Fruits: 24 No. 214 cans; other, 24 No. 2 cans 


certainly letting go of good foods at bargain basement 
* ” 

And again: 

“Tt could be that as of tomorrow a new wave of stock 

piling will start making itself apparent. So long as this 

nation continues to think in terms of building up stocks 

of men and munitions, including foods, there is ample 

reason for thinking the canned foods that are carried 

over this year won’t be regarded as troublesome sur- 

pluses.” 


How would intensified military activity affect the 
canned fruit and vegetable industry? What can be 
learned from World War II? 

Generally speaking, the food industry has no con- 
version problem from peace to war production. 


Chart 2: Retail Prices! 
Source: Bureau of Labor Statistics 
Index Numbers, 1935-1939 =100 
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1Retail prices of food purchased by moderate-income families in large cities 


Schedules are stepped up to high gear and emphasis 
is shifted from consumer luxury items to army and 
civilian staples. 

Government shipments and exports of canned fruit 
and vegetable products in the prewar period from 
1936-1937 through 1940-1941 represented 3.9% of the 
average year’s output. In 1944-1945, the percentage 
had risen to 30.9%. Only 11.2 million cases were 
consumed annually by government or export sources 
in the five prewar years, compared with 123.3 million 
cases in 1944-1945. Chart 1 illustrates the industry’s 
answer to the canned food demands of a country at 
war. 

Nor was civilian demand neglected. With full pro- 
duction, unprecedented disposable income, and gen- 
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eral food shortages, civilian demand for canned foods 
skyrocketed. Unfortunately, neither the amount of 
retail stocks nor the actual rate of movement from 
retail stores to consumers is known. But an analysis 
of packer-wholesaler shipment information furnishes 
some clue to consumer demand, which, at OPA-con- 
trolled prices, far exceeded the supply. 

Despite labor and material shortages and govern- 
ment canning restrictions, civilian shipments exceeded 
the prewar five-year average in every war year, ex- 
cept in 1943-1944 when they fell four million cases 
short. Almost 275 million cases were shipped annually 


Table 1: Packers’ and Wholesalers’ Stocks of Nine 
Products 
Source: Bureau of the Census 
Thousands of Actual Cases 


Packers 


Wholesale Distributors! 


% April 1, | April 1, % 
Change 1948 1947 Change 


eauseees. «ss —28.9| 3,172 | 5,003 -36.6 

OPE eis ies a0 —2.5) 7,964 | 8,256 8.5 
ie eee +80.8} 8,622 | 11,712 —26.4 
Tomatoes....... +231.2) 6,305 | 5,132 | +22.9 
Apricots: 85.05; . +79.9) 1,479 | 2,325 -36.4 
Mixed fruits +63.2) 2,344 | 1,126 |+108.2 
BEACHES. .....< 4. « +122.7) 5,810 | 4,918 | +18.1 
eats! ih es wie +63.2| 1,408 938 | +50.1 
Pineapple....... -27.6| 763 367 |+107.9 


1Includes warehouses of retail food chains. 


for civilian use by packers, wholesale distributors and 
chain store warehouses from 1937 through 1941. Even 
as late as 1942-1943, shipments were 14% higher than 
before the war. Consumer acceptance of canned foods 
increased with greater military use. 

The rapid growth of the industry under war stim- 
ulus was reflected in increased employment. In 1940, 
148,900 production workers were employed in canning 
and preserving establishments. Two years later, em- 
ployment jumped to 195,400, an increase of 31%. 
To measure fully the growth of labor utilization, the 
proportion of farm labor producing for the industry 
would have to be considered. 

Conversion from peace to war production was 
effected in a shift in emphasis from luxury or fringe 
fruit items to staple vegetable products. Packing of 
all but major staple items for civilian use was cur- 
tailed or virtually eliminated by container controls. 
Total production was stepped up to such an extent, 
however, that on an over-all basis, all large segments 
of the industry were unusually active. 

Production of canned fruit products fluctuated 
within a margin of 13 million cases in the four war 
years as measured against the years from 1937-1941 
taken as an average. Production was at its highest 
in 1941-1942, with 60.3 million cases of canned fruit. 
This compares with the five-year prewar average of 
47.5 million cases. In 1943-1944, production of canned 


Table 2: United States Exports of Canned Fruits 
and Vegetables 


Source: Department of Commerce 
Values in Millions of Dollars 


Fruits, Dried and 


Evaporated Canned Fruits 


Period 
1,000 
Ibs. 
W989 he ee Fe ee #2 6 25.2 | 361,368 
1946.07 chesialstee.cwea 4 8 16.8 | 120,408 
OAS Oe ee hed = Site oak 4 8 31.8 | 225,528 
VANUINY se oct hf coy 6.0 | 41,593 
February!......... 3.9 8.3 6.4 | 49,001 
Marchi concrete te 3.8 5.2 3.7 | 30,997 
Onl ata 2.9| 3.2 1.5 | 11,877 
May 4.0 3.3 1.7 | 12,766 
DuNnesval wae vatok 3.8 1.3 1:0 7,037 
July ct ce 3.9] 4.8 8] 5,339 
AULUSE cde ee see 3.1 a1 8 5,864 
September......... 6.1 1.9 1.8} 11,554 
Wetoberyee eee 6.8 3.6 7 Jt iad Wah A A 
November.........- 6.3 2.3 3.0 | 19,220 
December!......... 4.9 Dy 9 5,844 
1948 January!.......... Tod, Ie 5 3,216 
Bebruary soc esos 7.4 4.4 Ay 3,700 


1Includes exports under the Army Civilian Supply Program. 

Civilian Supply exports in 1947 were as follows: Canned and prepared vegetables, 
$24.0 million; dried and evaporated fruits, $1.2 million; canned fruits, estimated at 
$.6 million. 
fruit fell more than two million cases below this 
average. 

Seasonal vegetables, which constituted 35% of all 
canned fruit and vegetable products in the prewar 
period, showed no contraction. Unlike fruit tree pro- 
duction, which is relatively inelastic, vegetable out- 
put may be easily expanded. During the four war 
years, this canning activity was 48% above the pre- 
war average. Production in even recent postwar boom 
years has been about 20 million cases below the 
1942-1943 peak. 

Howard T. Cumming, president of National Can- 
ners Association, said on March 12, 1948: 


“Agriculture and the food industries demonstrated dur- 
ing the war an ability to expand with great rapidity and 
reach extremely high levels of production. Their plants 
stand ready and willing today to produce at a wartime 
rate, if this should become necessary.” 


A RECESSION PSYCHOLOGY 


While much thought is being given to potential 
military activity, the canned fruit and vegetable 
industry is still operating predominantly under the 
influence of a postwar recession philosophy. 

Many processors recall the widespread insolven- 
cies which followed the First World War boom. They 
are determined not to be caught in a similar position 
today. Unlike other industries, production for the 
year cannot be modified with changing national or 
international conditions. Final plans for the following 
year are now in the making. 

Food processors and growers are now negotiating 
crop contracts for 1948 with considerable caution. 
Farmers, faced with increased production and labor 
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costs, are resisting the prices offered. With peak re- 
turns on competing crops, growers are not vitally in- 
terested in canning crops at last year’s prices. New 
crop acreage may thus be below a year ago. 

Tomato canners, for example, feel that high prices 
will affect consumer demand. They do not see much 
of a market next fall and winter if prices are as high 
as they were last year. Eastern growers say that 
tomatoes may cost more than they did last year. A 
10% reduction in acreage planted to tomatoes seems 
likely. Pea acreage, it is reported, will also be down, 
perhaps as much as 20%. Large carry-overs exist in 


Table 3: United States Exports of Selected 
Commodities to Major Importing Countries 


Source: Department of Commerce 
In Pounds 


- y Percent “pee 
1 istribution 
Item 7 Per Product Chane 
— "46 
Dec. ’46 | Dec. 47 ; 47 | Dee. 47 
aragus, canned. . 268,089 : M -88.2 
Switzerland........ : ; -98.2 
Mexico}.245k alone 9. 24.6 | -69.4 
Sweden .; o<.cisnaie | LOZ, COU san. 7. Bey aes 
Philippine Republic 7. 9] -98.5 
(Gilt en Scere 5. 1.4 -96.8 
Belgium........... 5. 27.7 | -35.0 
(Braise icc ae =: 3: 1.0 | -96.7 
Peas, canned........ 00. 100.0 | -75.3 
PATIL SH os ta,apcia.e oO .O0 9400 | wieerace ie bene at 
Sweden...........| $58,950) ..... 4. Fey, Peo 
Venezuela......... Sr 2.9| -76.7 
Newfoundland.....| 128,350) ..... 1. Sans Teds 
POM orc crdinlsieo ears I Ip 4 -93.9 
Switzerland........ 1. 19.2 | 274.5 
Belgium........... .2| 44.9 |5,203.3 
Tomatoes, canned... 100.0 26.0 
Philippine Republic 6.5 | -83.7 
Canal Zone........ 9.4) 108.7 
Newfoundland..... 31.0 | 865.6 
eNO R. yo conecniae 27.4) 914.9 
Peaches, canned... . 100.0 | -86.0 
United Kingdom...| 5,593,659} ..... eat bs As 
Belgium........... 2.9 | -97.1 
Sweden? .o..dnesc) “OSL477|( a2; Nes ae 
Philippine Republic 4.8] -88.3 
Union South Africa. 1.1] -96.5 
Switzerland........ 1.2] -95.4 
Brawl jerss1. eae s 9] -95.7 
Venezuela......... 3.0 | -84.8 
Netherland Indies. . .8 | -98.2 
Chita niespatsece ool 284,250 ee ce oe tay. Sa 
Netherlands.......] 184,290} ..... hee ese 
@aba. ts oct..csneee 632,534 36.7 294.8 
Canada: shu 107,020 6.2 9 
Pears, canned....... 959,911 100.0 | -50.8 
United Kingdom...} 640,042) ..... oe Al 
Belgrume 2.35 2225; -4| -98.8 
Gaba. ne5 aecaneene 42.6 59.5 
Switzerland........] 198,994) ..... ae sae 
Canada, . 5220.48 9.3 17.7 
Apricots, canned.... 478,419 100.0 -89.5 
Belgium........... 42,180 8.8 | -97.4 
United Kingdom. ..| 1,005,796] ..... Bee REI 
Sweden. ........2:']° © 561,963] 2.8.2 : ae 
Netherland Indies..| 368,935} ..... . ee 
Netherlands.......] 211,941) ..... e aie 
Capade tena tone cs 23.7 | -19.9 
Newfoundland..... 19.7 49.0 


some items. Stocks of canned fruit and vegetables in 
the hands of packers range from 29% below a year 
ago for beans to 231% above for tomatoes. (Table 1.) 
While packers’ inventories are presenting serious 
problems, wholesalers’ stocks are rather low. This is 
the reverse of the situation a year ago when stocks 
were mainly in the hands of wholesalers and retailers. 
A return to prewar conditions is thus evident, when 
canners and packers traditionally “carried” the pack. 
Stocks of fourteen commodities held by wholesale 
distributors (including retail chain warehouses) on 
April 1, 1948, were 12% below a year ago. Stocks of 
four important vegetables totaled 26 million cases, 
or 14% below a year ago, according to the Census 
Bureau. There was a fourth fewer cases of canned 
peas, one of the canners’ most serious problems. 
Canned juice holdings decreased 30% from 15 mil- 
lion to 11 million cases on April 1 of this year. Only 
stocks of five fruits increased—22% over a year ago. 
Fear of a crumbling price structure has been upper- 
most in inventory planning. Buyers have limited 
their replacement purchases to specified quantities, 
regardless of possible quantity discounts or freight 
savings. In some cases, however, this action has been 
the result of tied-up working capital. In most in- 
stances, there is a distinct unwillingness on the part 
of the wholesaler to carry large inventories. 
According to mid-April reports, jobbers are show-: 
ing no interest in rebuilding low inventories. They 
are being encouraged by their banks to liquidate 
stocks before new packs start arriving. 


RETAILERS CAUTIOUS 


The cautious outlook of wholesalers results directly 
from a similar policy on the part of the retailer. Re- 
tailers are believed to be carrying unusually small 
stocks. They are apparently not ordering, except re- 
placements to meet pressing requirements. 

Consumers’ growing resistance to higher food prices 
is the answer. In contrast with general high food 
prices and fresh fruit and vegetable prices, canned 
items are relatively low. (See Chart 2.) But resist- 
ance has been directed against unknown or upgraded 
brands of canned foods of doubtful quality. 

A recent survey? on consumer preference in Cali- 
fornia indicates that nationally advertised brands 
turned over at retail 52% faster than miscellaneous 
or regional brands. In 1942, the gap had been nar- 
rowed to the point where nationally advertised 
brands turned over only 21% faster. 

Fear of inventory accumulation has also developed 
as a result of a rapidly dwindling export market. 
Canned and prepared vegetables exported in the 
first two months of 1948 were only slightly below a 
year ago. But fruit exports, canned, dried and evapo- 
rated, have fallen off considerably. As few as 6,916,- 

1Hunt Foods, Inc., California. 


May, 1948 


BUSINESS RECORD 


213 


000 pounds of canned fruit were shipped abroad in 
1948 compared with 90,594,000 pounds in the same 
period a year ago. Assuming the same relationship 
continues, canned fruit exports would approximate 
only 17 million pounds in 1948, as against 226 million 
pounds shipped in 1947. (See Table 2.) 

Growing dollar shortages have closed the doors to 
American exporters for all but the barest necessities 
in consumer goods. Since the original embargoes on 
canned food were imposed, actual food shortages have 
resulted in some modifications. But, by and large, the 
canner is today confronted with a serious reduction in 
export trade. 

Great Britain and Canada were the American can- 
ners’ principal markets. Back in 1937, 1938, and 
1939, exports to the United Kingdom totaled $57.4 
million of canned fruit and $31.2 million of canned 
vegetables. In 1945, total shipments of both canned 
fruit and vegetables to the United Kingdom had 
fallen to $6.8 million. Comparable shipments in 1946 
amounted to only $3.9 million. 

Canada’s imports from the United States in prewar 
years averaged $870,830 worth of canned fruit and 
$403,841 of canned vegetables. By 1946, shipments of 

1These figures include fruit and vegetable juices for 1937 and 1938. 


fruit had fallen 47%. Vegetable shipments, however, 
almost doubled. 

Exports of primary fruits and vegetables to major 
importers for December, 1946, and December, 1947, 
are presented in Table 3. The table indicates the 
drastic reduction in foreign trade over the last year 
and the shift in importance of individual countries 
in each particular product market. Peaches, for ex- 
ample, have lost 86% of their export market. In 
December, 1946, more than 12 million pounds were 
shipped abroad, of which 45% went to the United 
Kingdom. One year later, the United Kingdom re- 
ceived no shipments, and Cuba had now become the 
major importer. 

Provision has not been made specifically for canned 
foods in the ECA program. It is believed, however, 
that the way has been left open in the form of gen- 
eral fund allocations. Canners are eager to cooperate, 
and are at present informing government authorities 
of the advantages of their low-priced items. Trade 
men do not foresee an extensive program, but it may 
help siphon off the surplus. 


Rosse Nawicu 
Division of Business Economics 


CONSUMERS’ PRICE INDEX FOR THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Weighted Clothing Fuel and Light asin 
Date Average of Food Housing! Sundries Value of 
a) items Total Men’s Women’s Total? Electricity Gas collar 

Index Numbers, 1923=100 
do47aMiarch.”. 0.5... 124.8 152.3 91.0 108.2 124.4 92.0 101.4 66.8 94.4 126.9 80.1 
UD a 125.4 153.3 91.0 107.2 124.4 90.0 101.1 66.6 95.2 128.0 79.7 
DMLVeer ss = dots ice 126.6 155.8 91.0 107.2 124.2 90.1 102.4 65.4 95.0 129.1 79.0 
PAUBUIBb ssa visishesle « 128.2 159.4 91.0 107.6 124.4 90.7 106.0 66.6 95.0 129.5 78.0 
September........ 130.2 164.6 91.0 108.4 124.3 92.4 106.5 66.7 95.0 129.9 76.8 
Mctober..2....... 130.9 163.6 94.8 108.9 125.0 92.8 107.1 66.8 95.0 130.8 76.4 
November........ 131.9 165.3a 94.8 109.7 125.8 93.5 108.1 66.8 95.0 131.6 75.8 
December........ 133.6 168.4 95.5 110.2 126.4 94.0 108.5 66.8 95.0 133.0 74.9 
Annual average* 127.7 157.8 92.0 108.2 124.7 91.6 103.8 66.6 94.9 129.1 78.4 
1948 January.......... 134.5 169.9b 95.5 111.3 128.1 94.5 109.2 66.9 95.1 134.0 74.3 
February. ....... 133.1 165.5¢ 95.5 112.0 129.3 94.6 109.4 66.9 95.1 133.9 75.1 
BURALCH: 0 clot Ae 132.9 163.8 95.6 112.1 129.6 94.6 109.4 67.0 95.1 134.9 75.2 

Percentage Changes 

Feb. 1948 to Mar.1948..] -0.2 -1.0 +0.1 +0.1 +0.2 | 0 | 0 +0.1 0 +0.7 +0.1 
Mar. 1947 to Mar. 1948.} +6.5 +7.6 +5.1 +3.6 +4.2 +2.8 +7.9 +0.3 +0.7 +6.3 -6.1 


1Rents surve quarterly, March 15, June 15, Sept. 15, Dec. 15. 

Includes fu pa oll ax electricity and gas. , 2 

3Weighted average of two quarterly indexes and six monthly indexes, 
| ve food prices offset price advances in other 

commodities and services purchased by moder- 

ate-income families in March. THe CoNFERENCE 
Boarp’s consumers’ price index for the United States, 
at 132.9 (1923=100), is 0.2% below the February 
level and 1.2% lower than the record high for Janu- 
ary. 

The purchasing value of the 1923 dollar moved 
slightly upward, from 75.1 cents in February to 75.2 
cents in March. 


aBased on food prices for November 17, 1947, 
bBased on food prices for January 14, 1948. 
eBased on food prices for February 16, 1948. 


The largest month-to-month change (—1.0%) was 
shown by the food component. Fuel and light re- 
mained the same, housing (surveyed quarterly) and 
clothing each increased 0.1%, and sundries rose 0.7%. 

Over the month, only one of the sixty-two cities 
included in the survey showed no change. Over-all 
price declines ranging from 0.1% to 1.1% were com- 
puted for thirty-five cities, while the remaining 
twenty-six cities experienced price rises within ap- 
proximately the same range. F.S.G. 
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Financing Home Construction 


N APRIL 22, 1948, the Senate passed the so- 

called Taft-Ellender-Wagner bill in substan- 
tially revised form. On May 6, 1948, the President 
used the word “wonderful” in referring to this meas- 
ure. As long ago as last February, the President 
had renewed earlier requests for housing legislation, 
although it was not until May 6, 1948, that he re- 
ferred to the existing situation as “almost a fatal 
one.” 

In his February message, the President made it 
clear that he wished legislation designed to stimulate 
a higher volume of home building on a sustained 
basis, with special emphasis on rental housing, and 
with proper safeguards against possible inflationary 
effects; to reduce building costs; to assist communi- 
ties in providing low-rent housing for families in the 
lowest-income groups; and to aid cities in rebuilding 
and modernizing run-down areas. These are essen- 
tially the avowed objectives of the Taft-Ellender- 
Wagner bill. 

These objectives would be achieved by the follow- 
ing means: (1) liberalization of the permanent FHA 
insurance programs for mortgage and property in- 
vestment credit; (2) renewal of the emergency 
insurance of mortgages, with additional insuring au- 
thority; (3) creation of a secondary market for gov- 
ernment-underwritten mortgages, financed with fed- 
eral funds; (4) creation of a new insurance program 
under which, generally, investors would be guaran- 
teed a specified return on equity investment; (5) 
creation of a program of federal aid to local govern- 
ments in clearing slums and other blighted urban 
areas; (6) continuation of the ‘prewar program of 
federal aid to local governments in providing subsi- 
dized low-rent housing; and (7) provision for a fed- 
eral program of research in various aspects of housing. 

This proposed law and various other current pro- 
posals having to do with home construction financing 
are obviously controversial. This analysis sets forth 
some of the pertinent facts of the situation to which 
these measures would apply. 


THE 1947 RECORD 


The year 1947 was a record one in several respects. 
New residential nonfarm construction, at $5.1 billion, 
reached a new record volume for the period since 
1915, when the Department of Commerce series be- 
gins. (See Table 5.) New mortgage loans on one-to- 
four family nonfarm homes was likewise the largest 
on record since 1925, the year in which this series 
begins. (See Table 7.) Residential construction was 


overwhelmingly private rather than public. Mort- 
gage loans retired during the year were somewhat 
below 1946, but higher than in any other previous 
year on record. (See Table 7.) 

The increase in mortgage loans held by all savings 
and loan associations during 1947 approximated that 
of 1946, which was at a record high, and at the end 
of that period these institutions held a record-break- 
ing volume of such loans although they had not quite 
regained their relative position of the middle and 
late Twenties. (See Table 6.) Home construction 
loans made by these associations in 1947 reached a 
new high, while mortgages made for “home purchase” 
declined somewhat from the 1946 peak, but were 
greater than in any other year since the record began 
in 1936. (See Table 4.) 


FEDERAL GOVERNMENT’S ROLE 


The past decade and a half has been marked by an 
ever-increasing degree of federal participation in the 
financing of housing. A small amount of emergency 
construction had taken place during the First World. 
War. The Federal Home Loan Bank. Act of 1932, 
however, was the first major incursion into housing 
finance. This was followed by the Home Owners’ 
Loan Act, in 1933; the Federal Savings and Loan 
associations, under the Home Loan Bank Board, in 
1933; the National Industrial Recovery Act, which 
established the PWA and a public housing program, 
in 1933; the National Housing Act, which established 
the Federal Housing Administration and the Federal 
Savings and Loan Insurance Corporation, in 1934; the 
United States Housing Act, in 1937; emergency de- 
fense and war housing, in 1940; sections 603 and 608 
of Title VI, National Housing Act, in 1941, 1942, and 
1946; and the Servicemen’s Readjustment Act, in 
1944. The Federal Government has spent, commit- 
ted, or incurred, actual and potential liabilities for 
housing of more than $20 billion. 


Housing and Home Finance Agency 


Today, the Housing and Home Finance Agency 
coordinates the major housing activities of the Fed- 
eral Government. Set up under Reorganization Plan 
No. 3 (July 27, 1947), this over-all agency marks an 
attempt to clarify a welter of overlapping housing 
functions. The Housing and Home Finance Agency 
comprises the Home Loan Bank Board, the Federal 

1Joint Committee on Housing, “Housing in America,” 1948, p. 53. 


*Prior to this reorganization, most federal housing activities were 
under the National Housing Agency, formed in 1942. 
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Housing Administration, and the Public Housing Ad- 
ministration. The Home Loan Bank Board, with its 
constituent agencies, and the Federal Housing Ad- 
ministration are directly concerned with mortgage 
financing, the first from the banking, the second from 
the insurance end. 


Home Loan Bank Board 


The banking area of federal housing finance is cov- 
ered by the Home Loan Bank Board. The board has 
under its supervision the Federal Home Loan Bank 
System, Federal Savings and Loan Insurance Cor- 
poration, and the Home Owners’ Loan Corporation. 

The eleven regional home loan banks, together with 
their member institutions—savings and loan associa- 
tions (federal and state chartered) , savings banks and 
insurance companies—constitute the Federal Home 
Loan Bank System. The regional home loan banks, 
operating in the field of home mortgage credit, pro- 


Table 1: 


Total FHA Insurance Written as of December 31, 1947 
Source: Federal Housing Administration 


vide funds to meet the needs of their members. Ad- 
vances to member institutions may be amortizable, 
secured long-term loans up to ten years’ duration or 
unsecured short-term loans. At the end of 1947, 
these advances were about equally divided between 
short and long term, and amounted to $435,572,000. 
Since inception over $2.3 billion has been advanced. 

The membership of the Federal Home Loan Bank 
System is dominated by the savings and loan associa- 
tions. Of the 3,705 members at the end of 1947, there 
were 3,670 savings and loan associations. Those oper- 
ating under federal charter comprised about 40% of 
the total savings and loan association membership 
and 48% of the total assets.2, The assets of the mem- 
ber savings and loan institutions totaled $10,439 
million on December 31, 1947, or about 90% of the 
assets of all these associations. 

Savings and loan associations were responsible for 
more than one third of the nonfarm mortgage loans 
made in 1947. The System 
member associations ac- 
counted for 28%. About 


mEIPERe snes Ls Sand Gee oss seis con wie cals cen PE tee se bs 
Title II: Sec. 203—Small-home mortgages: 
“EN ETE ET Sy os ee 6 ge ee ee eae 
ae RE TEL ARELOUSIEN Dera ORR an loloaita iin iaic aisles 3 eta 3144 0)4 o 2c s 
Title II: Sec. 207—Rental housing: 


PMEPEOIOOESS 57.5.5 82 ste cea GPs ears GBC sisters Aya ~ Dylan baciiee. dal ups. ~- 
PEGIEAECER DUOIECES 7, 5 ONES ayn ccs UIN 1,55 COIN Heo c peceietee of | ews 


Title VI: Sec. 603—Small-home mortgages: 
Pe MNVON OO OUSINE Ge Sasso axe ees 6 Soe caee 4 ee Pe 
Veterans’ new emergency housing.................-.+-+00: 
OD ONE a IS re SA le ar Rn a 
Title VI: Sec. 603-610—Small-home mortgages: 
SEE TBO, HOUSIIN GT 0 Iolo’ cit vip adicsiyiete Cafe aisiste # IOs sheadie Bl> mveis 
Title VI: Sec. 608—Rental housing: 
BreerAWENDOUSINIG LIN. (otis. SF. Seek dona ee Nk nis, Al 
Veterans’ new emergency housing®.................eee eee 
MIA TIORC TEOICCES ge) Mec ore res Orr ties eye ee eeie sais melee a eie eee 


| CEE SEMEN 1 ES) ont, ae sen a Se a eee Oe ere 


Number 
oo WRCRLE cee gh lal Ji 7 sa pe ae pg Sy a 7,375,844 


Title IT: Sec. 203—Small-home mortgages: 


Number 
1,247,590 


30% of the total nonfarm 
mortgage loans outstand- 
ing at the end of 1947 were 
issued by savings and loan 
n.d. institutions. 

The small 


Year 1947 


Amount 


$533,604,178 


69,701,400 savings of 


Cumulative through December, 1947 


$2,716,937,804 n.d. 


Amount Units 


375,965,750 | 70,603 many individuals consti- 
Pans a tute the main source of 

iu ey ei: minnie funds for savings and loan 
2,611,150 Pel associations. At the end of 
404,614,650 60,230 1947, the estimated pti 
41,801,850 8,119 vate investments in these 
21,100 8 associations, including de- 
posits and investment se- 

Bivner ens “ og Curities but excluding 
633,000 158 shares pledged against 
“1,389,961 | $1,786,771,284 n.d. mortgage loans, totaled 


$9.7 billion. 

Based on estimates pre- 
sented to the Joint Com- 
mittee on Housing, say- 
ings and loan associations 


os leureth ad Ress BE Tia oh ania 9 UR a ae 4 en ee ee ea 628,859 | 2,904,214,269 | 641,252 1d b oe, 
(AT ERATE TET Cue etn, Reba tet ar eh sina aaa Beate’ Aecpate f 642,926 | 2,843,497,466 | 692,149 COula En? ably maintain 
i Il: Sec. 207—Rental housing: a Ee a their lending volume of the 
lye le TE 3S hge dart A ei a ak ad OS A 386, ; 
Befinanced RS CL En Na i Ne rr 20 16,585,798 | 4,611 past few years. The prob- 
Title VI: Sec. 603—Small-home mortgages: : 
Seer sie Meets he ee Ore oe Re a 389,561 | 1,564,590,652 | s79,888 ©, Three basic sources of funds are 
Veterans’ new emergency housing............-2..0.-2++05: 58,269 412,681,450 | 61,688 rey cartel ibe are oe a 
EHO iTe Wen en ee nn tek yn hen 17,481 90,615,140 | 20,320 ae probate Tigre eels 
aie vi: ie 603-610—Small-home mortgages: \ svar J notes, and bonds as joint ohiiass 
Title ¥ Wi ec. Gon Recital housing: pO ove RT Waal Set : tions of the eleven regional banks; 
eet re ee ee LIN: © pede 403] 168,085,678 | 37,089 pd (S) deposits of funds by aca 
Veterans’ new emergency housing®.............+.+-0+0-00% 997 367,247,250 | 47,776 C maities ni oasis ep a 
(aR ee Rar eG ed Sellinet ae dq ea a aap 6 4,506,000 982 p. 56 baba mceos 
Rata AT Aptlesi.niceveds Bla Dedws:s vac st hpi’ Ranmaisteins wh n.d 


1Title I operations are reported on the net proceeds of loans insured. Previously the face amount of loans insured was shown. 
*Includes seventeen release clause projects for $1,764,400 for 250 units, and one rehabilitation project for $33,000 for eight units. 


n.a.Not available. 


*Federal charters for savings and 
loan associations were instituted in 
1933. 
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able mortgage loan capacity of the FHLBA members 
for 1948 (based on the year-end position and a 15% 
liquidity ratio) is as follows: 


Available for 
Source of Funds: New Mortgages 
1. By reduction of liquid assets to 15% 
ratio, of (total assets... ..ccuevecit 500,000,000 
2. From gain in savings and repayments 
on old loans (at 1947 rate)........ $3,000,000,000 
8. Additional use of regional bank credit. $1,000,000,000 
Total Seine . te chase ais bende $4,500,000,000 


This source of funds for building loans might con- 
tract considerably, the Joint Committee points out, 
through any substantial shrinkage in savings de- 
posits or in repayments of old loans. 


Federal Savings and Loan Insurance Corporation 


The Federal Savings and Loan Insurance Corpora- 
tion was created under Title IV‘ of the National 
Housing Act of 1934. The corporation insures ac- 


1The entire capital stock of the corporation, $100 million, is held 
by the Home Owners’ Loan Corporation. 


Table 2: Government’s Stake in Housing 


Source: Joint Committee on Housing 
In Thousands 


Housing and Home Finance Agency: 
1. Direct expenditures through June 30, 1947: 


Operating and administrative.................. $ 1,624,000 
Construction of housing.............222+2++ee0: 2,754,000 
Subsidies to public housing authorities and to pro- 
ducersiof materials. .205.:4 2s cen'- aes eee eons 80,000 
Subtotal. .g::..on espeitinceec eee dapreeten 4,458,000 


2. Contributions to public housing during the next 50 

years; maximum liability less loans and loan com- 

mitments wiped out by contributions........... 641,000 
$. Insurance authorizations, contingent liabilities as of 

January 1, 1948, FHA: 


Tithe Mloangy, 72 settee d s.0 «isa ote -ainht afeldtelas 150,400 
Titlew I loans) jae oe os ce ee ss saplacteret 5,000,000 
Title: ViToans) 35 .5.4:3.0..00e Sean eae 4,950,000 
Title IV, accounts of federal savings and loan 
BSSOCIALIONS NEMA, SON + ee wee oovisng es ies 178,500 
10,278,900 
Total, Housing and Home Finance Agency 
expenditures, commitments, etc............ 15,377,900 


Other agencies: 
1. Veterans Administration: F 
(a) Guaranties of loans to veterans for housing as 
of December 25, 1947, 50% of principal 
amount of $6,107,000,000................ 3,053,000 
(b) Potential payments as a gratuity to veterans 
of first year’s interest on loan guaranty, 4% 
on $4,000 maximum per veteran for 
14,000,000 maximum potential loans or 
$56,000,000,000 at 4%!...............05- 2,240,000 
PP Gta cnr atian.s Ao'sn via Coote orn 5,293,000 
2. Reconstruction Finance Corporation: mortgages 
purchased or commitments to purchase by: 


RFC. Mortgage Company... :s.055,4.0:2 0005.0 910 146,000 
Federal National Mortgage Association........ 4,700 
Total,...d oss 00 ceee ike see seas vee op asies se 150,700 
Total, all agencies shown above.......... 20,670,900 


1The 4% gratuity on the $2,485,000,000 of loans reported as guaranteed to Decem- 
ber 25, 1947, amounts to $99,400,000. 


counts up to $5,000 in all federal savings and loan 
associations and other similar institutions receiving 
approval. 

The method of payment in cases of failure differs 
from the FDIC insurance for banks. A shareholder 
in a failed savings and loan insured association may 
receive either a new account in another institution 
or 10% cash with the balance in negotiable noninter- 
est-bearing debentures of the corporation. One half 
of these debentures are payable one year from the 
date of default, and the remainder three years from 
that date. Over 5.4 million accounts totaling $7,182 
million were insured under the Federal Savings and 
Loan Insurance Corporation at the end of 1947.1 


Home Owners’ Loan Corporation 


Today, the HOLC is in the process of liquidating 
the home mortgage loans made between 1933 and 
1936. When the loan operations of the corporation 
were terminated in 1936, loans totaling more than 
$3 billion had been issued to more than one million 
home owners. According to testimony presented to 
the Joint Committee on Housing the government’s 
investment has been reduced by more than 85%. 


Federal Housing Administration 


The insurance aspects of housing finance are cov- 
ered by the Federal Housing Administration. The. 
insurance of various types of mortgage loans, the 
most important function of the FHA, is administered 
under Titles I, II, and VI of the National Housing 
Act.?, (See Table 1.) 

Title I: Insurance of short-term modernization and 
improvement loans are authorized under this title. 
Since March 28, 1946, insurance on first-mortgage 
loans for the construction of new small homes could 


10f course, the immediate availability of funds placed with an 
association involves more than “protection” in the event of default. 
The privilege of withdrawal when the association is not in default 
must also be taken into account. On this aspect of the subject 
Professors William Howard Steiner and Eli Shapiro, writing in 1941, 
had this to say: 

“Shares have been widely issued to nonborrowing members in 
crowded industrial centers where the demand for loans from pro- 
spective home owners has often exceeded the ability of the regular 
members to furnish the funds. Despite the fact that the associations’ 
portfolios consist almost entirely of mortgages, individuals have come 
to look on their shares as withdrawable on demand—an attitude which 
created considerable difficulty for the associations during the 
depression. .. . 

“Federal associations follow a definite procedure in dealing with 
these problems. They are required to set aside 5% of net earnings 
until they accumulate a reserve equal to 10% of their outstanding 
capital. They will repurchase shares on thirty days’ notice in order 
of application; at least one third of their receipts from holders of 
share accounts and borrowers must be devoted to this purpose. 
While notice may be waived on repurchases of $100 or less, a si 
repurchase is limited to $1,000 and the balance applied for is 
gated to the foot of the application list.” 

During the war years, associations acquired large blocks of obli- 
gations of the Federal Government. eir assets at present are, 
accordingly, not nearly so exclusively mortgage loans, although the 
present tendency is toward the earlier situation in this respect. 

*Title VI expired on April 30. 
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be extended. This construction, authorized by admin- 
istrative regulation, is for homes in the $3,000-$4,000 
price range, mainly in rural areas. The present expira- 
tion date of Title I is June 30, 1949. 

Three classes of loans are covered under this title. 
Class 1 covers repairs and improvements, and con- 
version of existing structures to house veterans. Class 
2 covers new structures for use other than agricul- 
tural or residential purposes, for agricultural or resi- 
dential purposes, and new structures for agricultural 
purposes other than residence. The construction of 
new homes is covered by Class 3.1 

The type of insurance under Title I differs from 
that under titles II and VI in being on the lender’s 
portfolio instead of the specific loan. Up to 10% of 


Table 3: Maximum Mortgage Principal Under 
Section 603 of Title VI 


Source: National Housing Act 


Basic Discretionary 
Amount Amount 
Cine-tamly NOUSE sciae ae 9. cyatky-cs - 2 afelove « $5,400 $8,100 
Two-family house..................5- 7,500 12,500 
Three-family house..................- 9,500 15,750 
Four-family house...............0.8: 12,000 18,000 


Table 4: Estimated New Nonfarm Mortgage Loans 
by All Savings and Loan Associations by Purpose! 
Source: Federal Home Loan Bank Administration 
Millions of Dollars 


Con- Home Refinanc- Papers | Other 
struction | Purchase ing aubaieg Purposes 

178 230 178 65 103 
234 327 181 62 93 
220 265 160 59 93 
301 340 182 59 104 
399 426 198 64 113 
437 581 191 61 109 
190 574 166 42 79 
106 802 167 30 77 
95 1,064 164 31 100 
181 1,358 196 41 138 
616 2,357 270 81 262 
894 2,128 $15 130 344 


1Loans on One- to Four-family Structures. 


the lending institutions’ loans made under Title I are 
insured. Payment on losses is made by FHA in cash 
against assignment of debt, and security, if any. In 
case of a new residential-construction loan, mortgagee 
must foreclose. 

The maximum maturity for the Class 3 loans is 
twenty years and five months. The loan amount is 
$3,000 with a 5% equity required. An insurance 
charge of one half of one per cent on the original 


1Joint Committee on Housing, op. cit., p. 63. The Committee points 
out that the “Class $ loans under Title I are the newest but poten- 
tially the most important of the insurance operations under this 
title from the standpoint of contributing to the solution of the 
housing shortage. They were a frequent topic of discussion at com- 
mittee hearings especially with respect to their value in the smaller 
communities where various factors favor the realization of the 
lower costs required under the use of these loans.” 
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Table 5: New Residential Nonfarm Construction 
Activity 
Source: Department of Commerce 
Millions of Dollars 


Public 


98 
14 


principal is required in addition to a 4.5% financing 
charge on declining balances. 

The local commercial banks and finance companies 
have accounted for most of the Title I loans. Of the 
cumulative volume pf these loans insured in the pe- 
riod 1934-1947, banks accounted for 66.6% of the net 
proceeds, and finance companies 32.1%. 

Title II: The permanent insurance program of the 
FHA is carried out under Title II which provides 
mortgage insurance for new and existing homes and 
new rental construction. 

Two types of mortgages are insured under Title IT. 
Section 203 covers new small one-to-four-family 
homes for owner occupancy. Section 207 covers rental 
projects. 

The insurance provisions under Section 203 are as 
follows: 


a. New construction for single-family owner occu- 
pancy: 


1Jn cases of foreclosure by the mortgagee, the insurance is “effected 
through the payment of the loss on the unpaid principal in the form 
of FHA negotiable debentures guaranteed by the government. It 
is a bailing-out process whereunder FHA attempts to dispose of 
the property in an orderly manner free from the stress of forced 
liquidation. Payment to the mortgagee to cover any interest losses 
and costs of foreclosure are contingent on adequate recovery by 
FHA on loan or the property.” Joint Committee on Housing, op. cit.,. 
p. 64. 
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1. Up to $6,000 valuation—FHA insurance on 25- 
year mortgages up to 90% of valuation. 

2. Between $6,000 and $10,000 valuation—insurance 
on 20-year mortgages, first $6,000 on 90% basis, and 
remainder on 80% basis. 


b. Other new homes and existing homes: FHA insur- 
ance on 20-year mortgages on 80% valuation up to 
$16,000 total value. 


The mortgages insured under this section are at 
interest rates not to exceed 444%. The insurance pre- 
mium charge is one half of one per cent. 

Prior to the enactment of Title VI, Section 203 
home mortgages “constituted the backbone of FHA 
operations.” Through 1946, these loans accounted for 
61% of the FHA-financed dwelling units. 

Section 207 covers multifamily rental projects. The 
maximum mortgage amount is $5 million, or 80% 
of the estimated completed value of the project, with 
amortization terms prescribed by the FHA Com- 
missioner. 

Little use has been made of Section 207 loans. 
This has been owing to the more attractive provisions 
of Title VI. 

The Joint Committee on Housing has reached the 
following conclusions regarding Title I: 


“Notwithstanding the favor with which Title II loans 
are generally regarded by lenders, builders, and others 
who have appeared before the committee, as the sound 
and generally desirable long-range form of mortgage in- 
surance, the fact remains that little use is now being 
made of this type of mortgage loan in today’s accelerated 
building program. One factor, as: demonstrated by the 
comparative use of the two sections of Title II, is that 
this title in its present form favors the construction or 
the resale of one-to-four-family homes and discourages 
the development of large multifamily projects. 


“Steps should be taken that would lead to the even- 
tual replacement of Title VI insurance by Title II cover- 
age, according to much of the testimony presented to the 
committee by outstanding builders, lenders, and other 
leaders in the building industry. 

“All the testimony indicates that, however desirable 
that may be, there is no hope of effecting a satisfactory 
transition from Title VI to Title II until the conditions 
of Section 207 of Title II, which covers multifamily proj- 
ects, are so changed that builders and rental operators 
will make use of the title. They have never done so, 
even when costs and other factors were much more favor- 
able than they are at present.” 


Title VI: This was originally an emergency meas- 
ure, but is of most interest today. The title provides 
for a higher coverage than Title II. Authorized in 
1941 to aid the financing of defense housing with ex- 
piration in 1946, Title VI was extended to March 31, 
1948, and Sections 607 and 608 applied to veterans’ 
emergency housing. 

On March 29, 1948, Congress voted a thirty-day 


extension, changing the basis of the insurance from 
“necessary current costs” to an appraisal of the proj- 
ects’ value (in Sections 603 and 604) for applications 
received after March 31.1 The title expired on April 
30. On May 5, the Senate voted a sixty-day exten- 


1Public Law 468, Eightieth Congress, Second Session, approved 
March 31, 1948. The aggregate amount for mortgages insured under 
this title was set at $5,350 million. 


Table 6: Estimated Volume of Mortgage Loans 
Outstanding on One- to Four-family Nonfarm 
Homes 


Sources: Federal Home Loan Bank Administration; Housing 
and Home Finance Agency 


Type of Mortgagee 


As of 
Decem- Savi Life Home Be 
ber 31 and Loan|Insurance| Mutual | Com- | Owners’ | Individ- 
Asso- Com- | Savings | mercial |T oan Cor-| uals and 


ciations | panies | Banks B poration ers? 


Millions of Dollars 


1925. . 6.3 6.1 Mee 37.8 
1926.. 7.0 oe 4 Meg (le 1 
1927.. Wal 10.6 ee ae 34.3 
1928. . 7.4 12.1 IE HS BY 
1929... tOKs 11.9 Soe 34.2 
1930.. 8.2 11.4 ar 34.8 
1931... 8.6 1Or4a' |" oes) Secs 
1932. . 9.0 TO;4 |) hs SS 
1933... 9.0 10.1 0.7 | 387.5 
1934. . eK § 6.7 13.3 34.7 
1935. . 7.3 6.8] 16.5] 384.3 
1936. . 72 7.1.|,.16.1) $4.8 
1937.. 7.2 8.1] 18.8] 35.6 
1938. 7.5 9.1 12.3 | 85.9 
1939. . 8.2 9.9] 11.2] 385.4 
1940.. 9.2 11.0 10.2 | 34.1 
1941.. 9.8 12.8 8.8 | 32.8 
1942... 1.3 12.4 7.9 | $1.9 
1943... 2.3 12.6 6.9 | 31.8 
1944... 2.6 12.3 5.6 | $1.7 
1945. , 12.9 4.3] 32.0 
1946... - 2.6} 30.7 
1947 p 1.6 n.d. 


1Uncludes fiduciaries, trust departments of commercial banks, real estate and bond 
companies, title and mortgage companies, paventnas and educational institutions, 
fraternal organizations, construction companies, RFC Mortgage Company, etc. 


pPreliminary n.a.Not available 
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sion and provided an additional $500 million insur- 
ance authorization; the extension is now pending in 
the House. 

Sections 603 and 608 of Title VI are most impor- 
tant. Section 603 covers one-to-four-family houses, 
both new and existing, for rental or sale. The insur- 
ance coverage on these mortgages is up to 90% of 
the FHA’s estimate of the value (as of the date the 
mortgage is accepted for insurance). The amortiza- 
tion period is up to twenty-five years; the maximum 
interest rate 4%, plus one half of one per cent mort- 
gage insurance premium. The maximum mortgage 
principal for one-to-four-family houses under Section 
603 is shown in Table 3. 

Priority for purchase or rental is given to veterans. 
The veteran can buy or build without putting up any 
equity money under Section 603 when used in con- 
junction with Section 505 of the Servicemen’s Read- 
justment Act of 1944. The FHA insures the loan up 
to 90%, and the Veterans Administration guarantees 
the remaining 10% of the amount of the mortgage 
principal. 

The Joint Committee points out Section 603 has 
been mainly used by speculative builders in the con- 
struction of single homes. “Reports do not indicate,” 
states the committee, “that many of the Section 603 
houses have entered the rental market. Some of the 


1The T-E-W bill would extend the Title VI mortgage-insurance 
program through March 31, 1949, liberalizing certain provisions and 
increasing the mortgage-insurance authorization. 


Table 7: Home Mortgage Loans on One- to Four- 
Family Structures 
Sources: Housing and Home Finance Agency; Federal Home 
Loan Bank Administration 


Reductions in Mortgage 
Loans During the Year! 


Mortgages Made During 
he Year 


Year 


$ Millions Per Cent? $ Millions Per Cent? 


UCU! SSCA hate PE 
RUM 5 on os sie < 3,265 24.7 
Ue 30 3,513 23.0 
WO Bracers. cis: 40105 3,665 21.0 
CDs Ae 3,635 18.5 
Us i Ae 3,335 15.8 
LU ees 12.9 
UE IR er 12.3 
Ls) aS ae 11.6 
UO eae 17.3 
oY, a See 13.2 
TBSOF. Seca 8 353 14.0 
ORM cram tases «10218 «503 13.8 
Mino} Soe aaa 12.4 
CO ae a are 13.1 
OS, ee 13.2 
i a ee 14.8 
Le a a 16.6 
J SE 17.8 
UL. up Sain ane 19.7 
ee Meee ary a> tiowe-ere vee 21.7 
BORO eee. Fas as 25.1 
PMG seigrace ZT URED rs 20.2 


iData indicate the reduction resulting from regular and excess payments by bor- 
rowers and terminations hen from refinancing, foreclosures, and voluntary sur- 
render of titles to prope: 

*Percentage of Ean nly balance at the beginning of the year. 


testimony indicated that veterans have misused their 
priority rights through engaging actively in resale 
operations, instead of occupying the homes they pur- 
chased without having to put up any equity money.” 

Section 608 (approved May 22, 1946) provides lib- 
eral mortgage insurance for multifamily rental hous- 
ing. The following provisions apply under Section 
608: 


1. Covers mortgages on multifamily rental projects of 
eight or more dwelling units; 

2. The mortgage limitation per room has discretionary 
limits of $1,500 to $1,800; 

3. The mortgage principal obligation cannot exceed 
$5 million, or 90% of the FHA estimate of the necessary 
current cost of the completed project, including the land, 
principal improvements, utilities on the project, archi- 
tects’ fees, and taxes and interest accruing during con- 
struction, plus any miscellaneous charges incidental to 
construction approved by the FHA Commissioner. 

4. Interest rate, 444%, exclusively of insurance pre- 
mium charges. 

5. Term as prescribed by FHA; the mortgage has to 
be amortized by periodical payments. 

6. Priority of occupancy to be given to veterans of 
World War II and their immediate families and to 
certain hardship cases.1 


The Joint Committee has stated that Section 608 
has made a minor contribution to the rental housing 
problem, there being two to three times as many 
603 applications. In the testimony taken by the 
committee, the most frequent criticisms were (a) on 
the limitation of the mortgage value to a per room 
basis, which does not take cognizance of the dispro- 
portionate costs of kitchens and bathrooms to other 
rooms; (b) that ground space requirements add ex- 
cessively to costs; and (c) on the length of time 
required for the processing of applications. 

Section 609 covers the insurance of loans made to 
manufacturers of prefabricated housing. Under Sec- 
tion 610, Title VI insurance is made available for the 
sale of government permanent war housing, with 
preference given to veterans. 

The insurance is effected, as under Title I, through 
the issuance of FHA debentures. 


GI LOANS 


With the passage of the Servicemen’s Readjust- 
ment Act of 1944, the Veterans Administration joined 
the list of government agencies in the housing field. 
The Veterans Administration itself does not engage 
in loan operations but guarantees home loans to vet~ 
erans by private lenders for purchase or construction. 
The guaranty covers 50% of the amount of the loan 
up to $4,000. This adds up to a potential credit 
reservoir of about $58 billion. 

1Joint Committee on Housing, op. cit., pp. 66-67. 
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In addition to the 50% guaranty on a first-mort- 
gage loan, the Veterans Administration furnishes a 
100% guaranty on a second loan where a federal 
agency, usually FHA, is insuring the primary loan. 
The maximum second loan amount guaranteed is 
20% of the purchase price or cost. The Veterans 
Administration is also authorized to insure lending 
institutions making GI home loans up to 15% of the 
aggregate of such loans. 

The interest rate on GI home loans is limited to 
4%, with the Veterans Administration assuming the 
first year’s interest. The veteran does not pay any 
insurance premium, and is permitted prepayment of 
the principal without penalty. 

By the end of March of this year, 1,155,000 veter- 
ans had obtained home loans amounting to $6.7 bil- 
lion. Applications in March, however, were 30% 
below the same period last year. The agency has 
stated that the decline is owing to high construction 
costs and the inability of veterans to borrow at the 
4% maximum. In January, the average cost of a new 
home financed with a GJ loan was $9,000, an increase 
of $1,000 since May, 1947. 

It is estimated that 25% of the loans guaranteed 
or insured up to 1946 were for new construction; in 
1947, the total had risen to 40%. 


Down payments small 


The down payment on homes purchased with GI 
loans has been small. Between May and October, 
1947, more than 30% of the loans required no down 
payment. The average for the remainder was 15.8% 
of the amount of the loan. However, “it is fairly 
likely that with the concern over the high level of 
construction costs, together with uncertainty as to 
the continued strength of the veterans’ housing mar- 
ket, lenders have been asking for down payments in 
increasing numbers and for larger down payments.”! 

There has been a decided shift to second-mortgage 
loans in this market. The ratio of second-mortgage 
loans to the total home loans guaranteed by the Vet- 
erans Administration was 19.5% in February, 1948, 
compared with 3.9% a year earlier. The Federal 
National Mortgage Association cannot purchase Vet- 
erans Administration guaranteed mortgages. This 
has made the FHA-insured first mortgage, together 
with a Veterans Administration guaranteed second 
mortgage, more popular to lenders.” (See page 219.) 

Federal provision for a secondary mortgage mar- 
ket is under the supervision of the Federal National 
Mortgage Association, a subsidiary of the Recon- 
struction Finance Corporation. The association was 
incorporated in 1938 under Title III of the National 
Housing Act. The FNMA is authorized to purchase 
mortgages insured by the FHA. 

1Survey of Current Business, April, 1948, p. 9. 

*Tbid, p. 10. 


A secondary market for GI guaranteed or insured 
loans had been functioning up to June 30, 1947, 
under the RFC Mortgage Company. This authori- 
zation expired as of that date. 


FISCAL POSITION IN HOUSING 


The government’s fiscal position in housing as of 
the beginning of 1948 is shown in Table 2. These 
figures were prepared by the Housing and Home 
Finance Agency and presented by Chairman Gamble 
of the Joint Committee on Housing. They do not 
include direct expenditures of the HHFA since June 
30, 1947. Table 2 presents federal expenditures, spe- 
cific commitments, and obligations. The ofisets 
against these figures are explained in the following 
analysis by the chairman: 


“Against this must be offset revenues from operation, 
such as rentals on properties directly operated by the 
government, fees and insurance premiums, etc., and the 
difference between the interest rates which the govern- 
ment charges for use of credit and the rates at which 
money is made available by the United States Treasury. 
Much of the income from the operations of federal hous- 
ing agencies which has been reported by the Housing and 
Home Finance Agency up to June 30, 1947, appears to 
be of a nonrecurring nature, or at least subject to very 
substantial shrinkage in the years ahead. 

“There is also the asset value of properties either di- ° 
rectly owned by the government or which it may be 
forced to take over. Apparently, there is no well-defined 
and comprehensive appraisal of asset values. The reali- 
zation values that may be obtained through liquidation 
are, of course, impossible to estimate. 

“The reserves accrued to date, principally on physical 
properties, appear to total only about $182 million, to 
which should be added the reported net worth of insur- 
ance funds amounting to about $152 million, making a 
total of about $334 million, compared with potential com- 
mitments by the Housing and Home Finance Agency 
alone of more than $15 billion. 

“Included in the statement of expenditures and com- 
mitments made under the United States Housing Act are 
loan commitments of more than $106 million for construc- 
tion of dwellings that have been held up largely because 
the cost of completing the projects would be in excess of 
the limits set in the United States Housing Act of 1937, 
as amended. Considerable land has been acquired and 
some expenditures have been made on these projects 
which are designed to provide 17,649 urban dwelling units 
and 6,460 rural dwelling units. Public Law 301 authorizes 
state and local authorities to activate these projects 
through contributing funds required in excess of the 
limits set for federal funds. Action either by such bodies 
or provision of authority for private developers to com- 
plete the projects would contribute directly toward solv- 
ing the housing shortage.” 


Frepertck W. JoNnrs 
Brernarp Moss 
Division of Business Economics 
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Trends in White Collar Compensation 


HITE-COLLAR jobs are generally considered 

a better prospect for higher pay than manual 
labor in factories, mines and trades. This belief, which 
has become almost axiomatic, should be critically re- 
examined. In some instances, not only has the wage 
earner fared better percentagewise since 1939 than 
the salaried worker, but the actual earning position 
of the groups has been reversed. 

The average hourly earnings of an employee in re- 
tail trade were lower in November, 1947, ($1.025) 
than that of a cotton textile production worker 
($1.051). In contrast, prior to World War II, retail 
trade paid an average of 53.6 cents an hour while 
cotton textile mills paid only 38.9 cents. 

During the war, high wages, patriotism, employ- 
ment allocation controls and other programs oper- 
ated to attract white-collar employees to the produc- 
tion lines. As a result, shortages of white-collar per- 
sonnel were often a serious problem. Should a severe 


labor scarcity appear on the production lines in the 
near future because of: economic and political devel- 
opments, the shift from office to factory would be 
favored by the narrowing of differentials between 
salaries and wages that occurred since 1939. Addi- 
tional wage and nonwage inducements would also 
support the shift toward manual occupations. 


TRADITIONAL ADVANTAGES 


At one time, such advantages as vacations with pay 
and payment during sick leaves were almost exclu- 
sively enjoyed by salaried employees. Currently, 
these items plus others, e.g., welfare funds, also sup- 
plement the wage earner’s pay envelope. 

More than seven million persons—one of every 
seven in nonagricultural pursuits—are currently em- 
ployed in clerical and related‘ white-collar fields. In 
1930, the ratio was one in ten, while in 1870 it was 
only one in seventy-four. The number and impor- 


TABLE 1: HOURS AND EARNINGS IN MANUFACTURING AND NONMANUFACTURING INDUSTRIES, 
1939 AND NOVEMBER, 1947 
Source: Bureau of Labor Statistics 


Average Hourly Earnings 


Industry pigrrtik 
White collar! 
Street railway and buses..... 0.55.0. 2.0c00ccseeccee 127.6 
Mela MODE 68 0c) dke Wot -l2 «o's. < 5.0.5, « 40S Ee pee dee het 125.4 
SRetesrAnh? fy, bie bg. nai diemana-iiecreasisee oeitee Rees 125.3 
Hlectric light:and powe?hs).:.0/:0.5 a05 sosas 20d sells 142.8 
Vy Li ERNE reste (SR SE oe Oe, Ae ee 181.7 
Pre MIEIAMOS «6 2aR NEM aha. «in. cicle «= ema aie Seats leva 102.5 
HO Se kha ety sbnaimntrss Helm avdtcisitreninblanters % 108.6 
Greneral merchandise.|, cymes od «iis «atoms. wieyejaataraiae ov" 85.6 
EO DOLCI. eer Pett Mie 4 datos: « Sfaistehue ss « AalA EROS 102.7 
Furniture and housefurnishings................... 125.5 
PAIUOINGUVE?. 52 fons coc acgcs sas. s+ ORG Ae ON: 118.9 
Lumber and building materials................... 113.9 
REOUTIEVIDICKETAGE:0%. .\-.«, «in\s bane kien abies vintaldeys he n.d. 
BPUIPANICON. a5. Sidele Ale 1s sie 4 50s he Sets a aieiee Besos n.@ 
Prevesti year-round) “ily 0's sssjsatrtad sie disioe bus cable bic 68.7 
HOWEY [SUN ATIES 25:0, 41s. «/ofslansie «adie bwistaletaadlote nina svaaloatine 78.6 
BEAD INADA YOM GA. lois! 's, 015,» cj, 0,210, nib: 2, « Bbaeetaneate 92.5 
Nonwhite collar 
PB Cnebning heigl el ~ Siete watis yal, <6 alone owe «= bane 126.8 
RNA es COC see aaaho io ictus ennai chee Gaels: sate sym care 134.7 
BNONGUPADIE BOOKS ais de :a0 sca a name de 26 si gusingmernngs 118.3 
PSeOMMOUS COB] MINING .< <2. ese se ce eee os vee 184.7 
UG LOGIE as Sane aN Ge Bre ei Cte ene ee 138.4 
Crude petroleum production...................-+-6. 155.0 
Quarrying, nonmetallic mining...............-....-. 117.8 
Private building construction....................... 176.1 


——— which employ significant proportions of clerical and professional 

workers, 

2New series established with April, 1945, not comparable with previous 

published data. ms a tae merc 
*Data relate to all land line employees except those compensated on a commis- 


sion basis. Excludes general and divisional headquarters personnel, trainees in school, 
and messengers. 


Average Weekly Hours 


Average Weekly Earnings 


% Increase, % Increase, 
1939 to November, 1939 1939 to 
November, 1947 Average November, 

1947 1947 

71.4 78.7 45.4 45.9 79.2 
82.2 52.6 39.5 39.1 54.8 
n.d. n.d. 44.0 n.d. n.a 
86.9 64.3 42.4 39.6 15.5 
71.5 84.2 41.2 41.7 83.2 
53.6 91.2 39.5 43.0 74.3 
52.5 106.9 39.6 43.9 92.2 
45.4 88.5 35.5 38.8 75.0 
54.3 89.1 36.5 38.8 74.9 
66.0 90.2 42.5 44.5 82.1 
57.1 108.2 45.3 47.6 94.4 
61.9 84.0 42.1 42.7 81.7 
a. n.d. n.d. n.d. 76.1 
n.d. na. n.d. 47.2 

112.0 44.4 46.6 100.3 

88.5 41.7 42.7 85.8 

88.8 41.0 41.8 88.5 

100.3 40.5 37.7 115.0 

93.0 40.8 38.0 107.5 

103.3 40.1 37.4 118.0 

108.5 38.6 OF A 201.2 

95.5 41.9 40.9 100.2 

77.5 40.9 38.3 87.3 

114.2 44.6 39.2 145.5 
83.85 36.6 33.1a 103.35 


4Money payments only; additional value of board, room, uniforms, and tips not 


included. 


a1940 average. 
bChange from 1940 average to November, 1947. 
n.a.Not available. 


222 THE CONFERENCE BOARD 


May, 1948 


tance of professional and semiprofessional workers 
and salesmen, also part of the white-collar class, has 
risen similarly. 

The psychological attitude toward a white-collar 
position versus a manual or factory job cannot be 
ignored or minimized. There is still added social pres- 
tige in working in an office or at a profession. While 
wartime experience may have lifted some of the social 
stigma frequently associated with work on the pro- 
duction lines, to some extent psychic income is still 
acceptable in lieu of money income. 


CLERICAL AND OFFICE WORKERS 


The trend of salaries of white-collar workers is 
difficult to determine because of inadequate data. 
However, a rough measure of the extent of wage 
increases for clerical, office and kindred workers is 
found in data regularly collected by the Bureau of 
Labor Statistics on average hours and earnings in se- 
lected nonmanufacturing industries.1 While these 
figures include service workers, maintenance and cus- 
todial employees and other nonoffice workers, some 
of the industries—brokerage, insurance and retail 
trade—employ predominately clerical and office help. 

Salary scales of white-collar workers have increased 
substantially since 1939. (See Table 1.) In retail 
trade as a whole, hourly earnings were 91% higher 
and weekly earnings 74% higher in November, 1947, 
than before the war. At the same time, the work 
week was reduced from 43 hours to 39.5 hours. In 
the individual branches of retailing, hourly earnings 
rose from 84% in lumber and building materials to 
108% in automotive trade. The rise in weekly earn- 
ings ranged from 75% in general merchandise and 
apparel to 94% in the automobile group and was 
accompanied by a drop in the number of hours 
worked during a week. 

Employees in brokerage establishments enjoyed a 
76% increase in weekly earnings and those in insur- 
ance offices an increase of 47%. No hourly rate fig- 
ures are available for these two industries. 

Other Bureau of Labor Statistics industry classifi- 
cations in which a significant proportion of clerical 
workers is found also raised employees’ earnings 
considerably. Hourly and weekly earnings in power 
laundries and cleaning and dyeing establishments 
were between 85% and 90% higher in November, 
1947, than in 1939. Employees in wholesale trade 
and street railways and bus companies increased their 
hourly and weekly rates by about 80% to 85%; in 
electric light and power companies there were gains 
of nearly 65% an hour and 76% a week. 

1The National Industrial Conference Board has surveyed clerical 
salary rates in twenty cities since January, 1943. The data, however, 
do not lend themselves to time-to-time comparisons since the cooper- 
ating companies are not identical in all the surveys. A summary of 


the results of the twelfth study in the series, which covers rates in 
October, 1947, appears in The Management Record, January, 1948. 


Money payments alone to hotel employees, ex- 
cluding tips and the monetary value of room, board 
and uniforms, were 112% higher on an hourly basis 
and about double on a weekly basis. This group, 
however, was the lowest paid of any of the nonmanu- 
facturing industries for which statistics are available. 
Even with the doubling in average rates, employees’ 
earnings in November, 1947, were only 68.7 cents an 
hour and $30.54 for a 44.4-hour week. 

Have these salary adjustments kept pace with the 
gains in wages paid to manual or hourly paid work- 
ers? Comparisons of the changes in hourly rates in- 
dicate that while earnings of production workers in 
factories and in bituminous coal mines doubled,! only 

1The change in earnings of factory workers varied from industry to 
industry since there was no uniformity in wage adjustments either 
during the war or in the postwar period. The diversity of change in 


the wage structure is one of the major findings in “Behavior of 
Wages,” Studies in Business Economics, Number Fifteen, March, 1948. 


Table 2: Average Weekly Earnings of White and 
Nonwhite-collar Groups Covered by State 
Unemployment Compensation Laws 


Source: Federal Security Agency 


% 
January- | October- Changes, 
March, | Decem- | January- 


Industry 1941 | ber, 1946] March, - 

1941 to 

October- 

Decem- 

In Dollars ber, 1946 

White collar eer: ate eee oer 23.92 | 41.34 | 72.8 
Selected retail trade industries.......... 20.82 | 37.37 | 83.9 
Retail general merchandise. ........... 19.27 | $2.78 | 70.1 
Retail food (includes liquor stores). .... 21.26 | 42.09 | 98.0 
Retail apparel and accessories. ....] 22.83 | 42.69 | 91.2 
Retail trade, not elsewhere classified. . 24.61 | 45.73 85.8 
Eating and drinking places............ 15.81 | 30.67 | 94.0 
Finance, insurance, and real estate....... $3.51 | 54.10 61.4 
Banks and trust companies?........... 37.09 | 56.66 | 52.8 
Security dealers and investment banking} 44.91 | 92.28 | 105.5 
Finance agencies not elsewhere classified] 31.49 | 54.89 | 74.3 
Insurance carriers. ............-+.--+- $7.85 | 54.23 | 43.3 
Insurance agents, and brokers.......... 37.89 | 59.89 | 60.2 
Real estate dealers, agents, and brokers.| 22.28 | 39.82 | 78.7 

Real estate, insurance, loans, law offices, 
any combinations «.o2i5.0 12 02 Aditeae aa ee 29.80 | 61.36 | 105.9 
Holding companies (except real estate 

holding companies).................. 65.72 |101.14 | 53.9 
Selected service industries.............. 25.77 | 45.18 | 75.1 
Medical and other health services. ..... 21.04 | $36.98 | 75.8 
Law offices and related services........ $4.35 | 55.66 | 62.0 


Educational institutions and agencies...} 24.36 | 37.97 | 55.9 
Other professional and social-service agen- 


cies and institutions................. 42.59 | 72.18 | 69.4 
Nonprofit membership organizations....| 21.49 | $38.22 | 77.9 
Nonwhite collart*# 227545. Sadan cceste ae 28.71 | 52.03 | 81.2 
IM Ni gS sts c ata tees fate fa verse aoe 27.91 | 51.97 | 86.2 
Contract construction ..| 29.27 | 54.86 | 87.4 
Maniiacturiny,. (igo abeads. sees mene 28.56 | 51.94} 81.9 
Transportation, communication and other 
public utilities 25 04,. 2.970800 vee 29.81 | 50.70 | 70.1 


1“White-collar” industries represent establishments primarily employing stenog- 
pyre a and = clerical employees men, executives, supervisory, 
and other agerial personnel; and technica! yee professional personnel us doctors 
and lawyers. = Teas establishments ace employ an i but relatively small 
number of maintenance workers, vers, warehouse workers, and similar 
auxiliary employees engaged i in —— occupations. 

*“Nonwhite-collar” industries represent establishments Preeti! emp) 

manual workers, but also include executive and administrative personnel and Pret, 
employees such as draftsmen and chemists. 
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Table 3: Average Annual Earnings per Full-time 
Employee, 1939 and 1946! 


Source: Department of Commerce 


Industry 


All private industries). 2... 30000.00 046. 


Wholesale and retail trade............... 75.2 
WWitolesale trade... .. scr sions sects yecie.s 73.8 
Retail trade and auto service........... 77.5 

Finance, insurance, and real estate........ 45.8 
PRR toile ap isitusista,v a slaideiet as, cutnet.e 33.2 
Security and commodity brokers, dealers 

Briexchariges 655. Coes ae 82.9 
Finance, not elsewhere classified......... 48.2 
SPEFANICE CAITIETS: 4,6 o:5:0,0.6/6:0 40,0 si0cs)ei6-0)0 40.0 
Insurance agents and combination offices. 52.1 
Penirestate:, ac. ese he. eae ce 59.5 

SETS, Se Senne a eee te eee oe 95.3 
Hotels and lodging places............... 77.2 
Personal services......<7......0.00000% 81.4 
Private: households......4 52006... ood en 155.4 
Commercial and trade schools, and em- 

ployment agencies.................... 70.6 
Business services, not elsewhere classified. 71.8 
Miscellaneous repair services and hand 

trades..........; Lh a eee 85.0 
MAGHON DICUUTCR INS ss cites coe ee ees cee 55.0 
Amusement and recreation (except motion 

7) 2 ETE eR Ae ee oy 60.1 
Medical and health services. ............ 56.8 
PREMISED TICES... lard oiarcis wh asthe onto’ 50.5 
Engineering and other professional serv- 

ices, not elsewhere classified. . . ; . 63.9 
Educational services, not elsewhere classi- 

epee Wat. ts. seis pakeseh ess. 1,788 | 1,234 44.9 
Religious organizations ee RE Ee eats. 1,667 | 1,410 | 18.2 
Non-profit organizations, not elsewhere 

Ran CREM PRE cx caslnce ates Sinus eRe TRI chs 3,015 | 1,634] 84.5 

Agriculture, forestry, and fisheries........| 1,223 403 | 203.5 

PRET Sh. 5 co yo dax dies. sadcek: 2,677 | 1,867 | 95.8 

Contract construction.................- 2,581 | 1,268 | 103.5 

RI AREPROUUIATD, . foc sai « -is.cvs'sistsveroa isl «. 2,512 | 1,363 84.3 

PE ERESPOLCACION oo save, 0:0 avseh' > S stite 5 Sea siela nee 2,937 | 1,723 | 70.5 

Communication and public utilities....... 2,560 | 1,692 | 51.8 


1Average annual earnin; full-tim pl btained by dividing wages 
and salaries by the panther! of fallen iogialet pede 

employees in hotels and in automobile and food retail 
trades fared as well. (See Table 1.) 


Overtime Unimportant 


Salaried employees are usually paid by the week 
and overtime payments are relatively unimportant. 
It is more significant, therefore, to compare the gains 
between white-collar salaries and nonwhite-collar 
wages on a weekly basis. Average weekly earnings in 
manufacturing and construction doubled and in bitu- 
minous coal mining they tripled. In contrast, the 
average pay envelope of employees in retail trades, 
security brokerage, and electric light and power com- 
panies was only about 75% higher in November, 1947, 
than in 1939. In insurance companies, the compara~ 
tive rise was under 50%. While some of the other 
generally termed white-collar groups show larger 
gains in weekly earnings than in those industries 
already mentioned, none of them kept pace with the 
gains of nonwhite-collar workers. 

The larger advancement in wages than in salaries 


lies partly in the fact that wage earners worked 
longer hours in November, 1947, than in 1939. Since 
they are paid for the number of hours on the job, 
their pay check is increased as hours of work in- 
crease! In contrast, the average work week in all 
but one of the white-collar industries was either un- 
changed or lower than prewar. 


Rise in Take-home Pay 


Increases in basic hourly rates are, of course, also 
responsible for the more rapid rise in wage earners’ 
take-home. Both during the war and in the postwar 
period, production workers have received substantial 
boosts in their hourly earnings. Favorable economic 
conditions, demand for labor, rise in living costs; and 
union pressure for higher wages, etc., have contribu- 
ted to the upward movement of wage rates for un- 
skilled, semiskilled and skilled production workers. 


Further Evidence 


The average earnings of a selected group of white- 
collar and nonwhite-collar workers are also available 
from reports made to the Federal Security Agency 
by state unemployment compensation agencies. The 
information here, too, is for industries, not for occu- 
pations. However, industries in which the majority 
of employees are white collar have been selected. In 
general, these figures tell the same story as that told 


1Longer hours and premium pay for overtime accounted for five 
dollars of a factory worker’s pay envelope in November, 1947. At 
this time, the gross average hourly earnings of a production worker 
were $1.268 and he worked an average of 40.5 hours a week. There- 
fore, his weekly pay check amounted to $51.31. However, if the 
work week were reduced to 1939 levels (37.7 hours) the average pay 
check in November, 1947, would have been $46.26 (37.7 hours times 
$1.227, the average straight time hourly rate in November, 1947.) 


Table 4: Distribution of Spending Units within 
Different Occupational Groups, by Size of Income, 


1945-1946! 
Source: Federal Reserve Board 
Percentage of Total 
Clerical Skilled, 
Professional and Sales Semiskilled, and 
Annual Money Income Personnel Unskilled 
Before 

Under $1,000.......... 
$1,000-$1,999 
$2,000-$2,999 
$3,000-$3,999 
$4,000-$4,999 
$5,000-$7,499 
$7,500 and over 
Not ascertained 


1The 1945 income data are uae on interviews in oa 1946, Ge 

survey); the 1946 income data on interviews in January-March, 1947, (second surve 
use of the small number of cases in the various occupational groups and te 

because of some differences in by occupations between the two years, 
these distributions should be considered as approximations only and as very rough 
guides to general shifts in the distribution of incomes between 1945 and 1946. Sepa- 
rate data are not available for semiskilled, and unskilled workers in the two 
years because of ems in fen All the occupational groupings are in terms 
of the aes of the head of the spending unit, 

bThe 1946 eon T income of skilled and semiskilled workers was $2,800 
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by the wage statistics of the Bureau of Labor Statis- 
tics.1 (See Table 2.) 

When average weekly earnings in the last quarter 
of 1946, the most recent period for which FSA data 
are available, are compared with those for the first 
quarter of 1941, the rise in earnings of nonwhite- 
collar workers averages 81% as compared with a gain 
of 73% in the earnings of white-collar workers. In 
four of the five individual retail trade groups, how- 
ever, weekly earnings have increased about as fast 
or faster than in mining, construction and manufac- 
turing. The choice of October-December, 1946, as 
a terminal date may overstate the actual gain to 
employees in retail trade. The accelerated Christmas 
activity in retail establishments may have necessi- 
tated premium overtime payments and the hiring of 
temporary employees at higher rates. 

The FSA data make available figures for selected 
service industries for which there is otherwise a 
dearth of statistics. Weekly earnings of persons in 
nonprofit organizations, and medical and other health 
services increased about 75% between the first quar- 
ter of 1941 and the last quarter of 1946, as compared 
with increases of about 87% in contract construction 
and mining and 82% in manufacturing. Employees 
in the remaining professional industries experienced 
increases of smaller magnitude. Educational institu- 
tions and agencies, with the lowest increase, reported 
gains of only 56%. 


Annual Earnings 


An examination of Department of Commerce data 
for annual earnings per full-time employee? also re- 
veals a faster increase in wages than in salaries from 
1939 to 1946 (latest date that figures are available) . 
Annual earnings are affected by changes in the num- 
ber of hours and number of weeks worked as well as 
by basic hourly rates and “fringe” adjustments. 

There are twenty-two divisions of trade, finance, 
insurance, real-estate and service industries which 
have been selected to signify the white-collar indus- 
tries. (See Table 3.) The annual salary for full-time 
employment in nineteen of these individual groups 
rose less rapidly percentagewise from 1939 to 1946 
than the annual wage of factory workers. In two in- 
dustries—miscellaneous repair services and hand 
trades and nonprofit organizations, not elsewhere 
classified—the advance was just about the same as in 

1The FSA weekly earnings figures differ from the BLS because 
(1) they include in addition to wage earners, corporation officials, 
executives and other salaried workers; (2) they are based on the 
number of employees as of the last pay period of the month while 
BLS refers to the number on the payroll nearest the fifteenth of the 
month; (3) FSA excludes small firms since it applies to covered em- 
ployment only; and (4) industrial classifications differ somewhat 
from the 

2Full-time equivalent employment measures man years of full-time 
employment. The latter is defined simply in terms of the number of 


hours customarily worked at a particular time and place. There is 
no uniform standard for all industry. 


manufacturing. Only private household workers in- 
creased their annual compensation faster than fac- 
tory workers (155% increase compared with 84%). 
Of the nineteen white-collar industries with a 
smaller rise in annual compensation than in manu- 
facturing, the increase in five industries averaged 
70%-80%; in two industries, 60%-70%; in five indus- 
tries, 50%-60%; in three industries, 40%-50%. The 
rise in earnings of employees in the remaining four 
industries was equally distributed at the extremes— 
two had increases of 80% to 85%; two, below 40%. 


Postwar Position 


While the salary position of the white-collar worker 
is less favorable than the wage earner’s when the 
current period is compared with prewar, his income 
was less affected by the return to peacetime activity. 
The median annual money income before taxes of 
clerical and sales personnel was $2,200 in 1945 and 
$2,600 in 1946—an increase of $400—according to a 
study of consumer finances prepared by the Federal 
Reserve Board.1 The comparable gain to skilled, 
semiskilled and unskilled workers was only $100, al- 
though their median income for the year was also 
$2,200 in 1945. (See Table 4.) 

Since it is known that many wage earners received 
increases in basic hourly wage rates, these increases 
must have been offset by a reduction in hours worked 
plus loss of overtime premium pay and by a shift to 
lower-paying jobs. 


PROFESSIONAL WORKERS 


Statistical data on professional and semiprofes- 
sional workers’ earnings are limited. It seems likely, 
although statistics are lacking, that certain groups 
in this class of the labor force enjoyed substantial 
gains in income since 1939. While the demand for 
trained and experienced specialists has increased in 
recent years, the withdrawal of young men and 
women into the armed forces kept the supply below 
normal. The resulting shortage of doctors, engineers 
and other highly trained technicians has undoubtedly 
added to the price paid for their services. 

During 1946 alone, there was a marked shift toward 
higher-income levels by the professional group as a 
whole. Their median income before taxes increased 
21% from 1945 to 1946, bringing their annual com- 
pensation to an average of $4,000. (See Table 4.) 


Teachers 


On the other hand, the plight of teachers has be- 
come a matter of major public interest. The average 
annual salary of principals, supervisors and teachers 
in public day schools was $1,441 in 1939-19402 By 


1Survey of Consumer Finances, Part II, “Consumer Incomes and 
Liquid Asset Holdings,” Federal Reserve Bulletin, July, 1947. 

2United States Office of Education, Biennial Survey of Education 
in the United States, “Statistical Summary of Education, 1939-40,” 
Volume II, Chapter I, 1943, p. 23. 
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1946, the average had increased to $2,000, according 
to the National Education Association. A nationwide 
survey conducted by The New York Times disclosed 
that teachers were scheduled to receive an average 
increase of $400 each during the 1947-1948 school 
year.1 This boost would bring the average annual 
salary to $2,400, an increase of two thirds since 1939. 

College and university faculties appear to have 
fared worse than public school teachers. The Presi- 
dent’s Commission on Higher Education found that 
“between the fall of 1940 and the spring of 1947, 
there had been salary increases of from 7% to 45% 
in various institutions, with an average increase of 
less than 30%. Contemplated additional increases 
for the fall of 1947 averaged only about 8%, which 
would raise salaries about 32% higher than the 1940 
fall figure.”? 

Recent information on other professional. workers 
is not readily accessible, although some private stud- 
ies for selected groups have probably been made. 


FEDERAL GOVERNMENT EMPLOYEES 


White-collar workers employed by the Federal 
Government had no wartime increase in base rates.® 
But on July 1, 1945, and again on July 1, 1946, the 
base annual salaries of all federal employees whose 
positions are under the Classification Act of 1923, as 
amended, were raised by Congressional action. 

The Federal Employees Pay Act of 1945, under 
which the 1945 adjustment was made, used a sliding- 
scale formula which raised salaries 20% at the lower 
end and 9% at the upper. The 1946 act granted a 
general increase of a flat 14% or $250 a year, which- 
ever was the greater.* Together, the two acts in- 
creased basic federal salaries, excluding changes 
resulting from occupational shifts, an average of 
31.4% 5 

The average salary of employees in classified posi- 
tions in July, 1947, was $3,006. In 1939, the federal 
worker received about $2,000. Thus, his salary in- 
creased 50% over prewar. 


GerrtTRUDE DrutscH 
Division of Business Economics 


1The New York Times, June 28, 1947. 
*“Staffing Higher Education,’ Volume IV of “Higher Education 
for American Democracy,” December, 1947, pp. 51-52. 


3Longer hours of work together with merit increases and promo- 
tions, however, raised the average salary. In the Executive service as 
a whole, for example, the average salary of white-collar employees 
rose approximately 15% between 1939 and 1943. In the War and 
Navy departments and the war agencies, the percentage increase was 
still greater, suggesting more upgrading than in the Executive service 
.. See Bureau of Labor Statistics, “Trend of Earnings Among 
ite Collar Workers During the War,” Monthly Labor Review, 
May, 1944, or Bulletin No. 783. 


‘Except that no rate was to be increased by more than 25%. The 
act also set a salary ceiling of $10,000 a year. 

’Bureau of Labor Statistics, “Salaries of Federal Employees, July, 
1945—July, 1947,” Monthly Labor Review, March, 1948. 


Economic Notes 


So the Pound Is Undervalued! 


The countries whose currencies seem to be undervalued 
in terms of dollars are the United Kingdom and the follow- 
ing members of the British Commonwealth of Nations: 
Australia, Canada, New Zealand, and the Union of South 
Africa. Whether measured in wholesale or in retail prices, 
the_parity rates for all of these countries are above the 
actual rates. The ratio of parity rates to actual rates in 
all five countries at the end of 1946 is as follows: 


In whole- In 
Country sale prices retail prices 
NTIS EDS race Pe oe eerenagegass ear a bts rf 1.32 
Canadan .easenm.eeee ode bs G 1.20 1.18 
INewsZesland 5 2 20Scc 2 ae wenn 1.23 ey 
Union of South Africa......... 1.06 1.24 
United Kingdom.............. 1.16 1.36 


The extent of undervaluation, measured by prices, varies 
from 6% to 37%, with an average of perhaps 20%. The 
actual numbers are not so important, however, as the gen- 
eral direction, since a precise interpretation of parity cal- 
culations is impossible. 


Undervaluation of British currencies is largely attributable 
to the price inflation in the United States since price con- 
trols were abandoned in mid-1946.— (Lloyd A. Metzler, “Ex- 
change Rates and the International Monetary Fund,” in 
International Monetary Policies, Federal Reserve, 1947.) 


So the Pound Is Overvalued! 


“The principal common thread that runs through the 
markets is the fact that all free [gold] prices are well above 
the official quotations. Another of their characteristics is 
that wherever the metal is quoted in terms both of dollars 
and of sterling, the quotations produce an equivalent of 
about $3 to the pound. The significance of that ratio 
should not be pressed too far, but it cannot be altogether 
ignored.” —The Economist, April 17, 1948. 


Trade with Russia 


Our must important imports from the U.S.S.R., aside 
from undressed furs, in 1947, were manganese ore and 
chrome ore or chromite. About $7.7 million of manganese 
ore and $9.0 million of chrome ore or chromite were ob- 
tained from that country. Together, these two ores account- 
ed for 22% of our imports from the U.S.S.R. compared with 
about 11.5% in 1938. 

In 1947, the U.S.S.R. was the source of about 48% of 
the chromite and nearly 22% of the manganese imported 
into the United States. About 39% of our manganese im- 
ports came from the U.S.S.R. in 1938, while no chromite 
imports were recorded for that year. 

Our exports to the U.S.S.R. consisted mainly of machinery 
and iron and steel and copper products. Of the total ex- 
ports of nearly $150 million, more than two thirds consisted 
of machinery of various types; about 11% was made up of 
various iron, steel and copper products——Congressional Rec- 
ord; Bureau of Mines; Bureau of the Census. 
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Corporate Donations in 1947 


EVENTY-ONE of the one hundred largest manu- 
facturing corporations gave $16.1 million to char- 
itable and welfare organizations during 1947. Accord- 
ing to a Conference Board survey, contributions to the 
Community Chest and Red Cross accounted for half 
of last year’s donations dollar. Contributions to hospi- 
tals and educational institutions took an additional 
27 cents, with virtually all of the remainder going to 
“other philanthropic institutions.” As can be seen in 
the accompanying chart, national health agencies re- 
ceived slightly more than 2 cents of the donations 
dollar. Wide variations are shown, however, by indi- 
vidual corporations from this general pattern of giv- 
ing. 

The average donation for the seventy corporations 
participating in the study was $227,000, with half the 
companies giving in excess of $123,000. For compa- 
nies whose operating statements were available for 
this period, contributions were equivalent to .06% 
of net sales. This ratio ranged from .01% to 50%, 
with half of the companies exceeding .04% of net 
sales.? 


THE COMMUNITY CHEST 


The Community Chest is the chief beneficiary of 
corporate charity. Thirty-eight cents out of the dona- 
tions dollar went into the Community Chest, which 
was overlooked by only one of the corporations re- 
porting. In all but nine corporations, budget grants 
to the Community Chest ranked largest. 

The $6,098,000 given te the Community Chest 
averaged $87,000 a corporation. Half gave more than 
$60,000 and half less than this figure. Contributions 
ranged from slightly under $2,000 to almost $200,000. 


THE RED CROSS 


The Red Cross is the most important individual 
charitable agency recognized by corporations. Thir- 
teen cents out of the donations dollar went to this 
agency. Only one corporation, because of a special 
situation, did not contribute. Contributions averaged 
$31,000 a corporation, with half giving more than 
$18,000 and half less than this amount. Contributions 
were in every case $1,000 and over, and in three in- 
stances were particularly high when more money was 
budgeted to the Red Cross than to the Community 
Chest. 

Dollarwise, contributions to hospitals (for both 
capital and maintenance needs) closely approached 


iBarlier Conference Board studies on donations show that this 
ratio increases as the size of a corporation decreases. “Company 
Policies on Donations,” Studies in Business Policy, No. 7. 


those made to the Red Cross, although one out of 
five corporations does not include donations to these 
institutions in its budget. Donations by individual 
corporations varied greatly in size. Several corpora- 
tions allocated less than $1,000 to these institutions; 
the range for the fifty-six companies giving support 
ran from $425 to nearly $600,000. The average gift 
amounted to $37,000 and one half of the contributions 
fell below $9,000. 


EDUCATION 


The Board’s survey shows donations of $1,056,000 
to colleges and universities and $1,091,000 to other 
educational institutions. These amounts were equal 
to 6.6% and 6.8%, respectively, of the total of $16.1 
million. Three out of four of the seventy companies 
made contributions to colleges and universities. These 
contributions are to be distinguished from the appro- 
priation of corporate funds to colleges for the purpose 
of research, which is properly charged as a business 
expense rather than a charitable donation. The 
arithmetic average contribution was $20,000 while: 
the median for those giving was $8,000. Seven out of 
ten companies made donations to other educational 
institutions. The arithmetic average in this case was 
$23,000, while the median average was $7,000. 

Business policies on donations for the support of 
liberal arts colleges vary widely. For example, an offi- 
cial of one corporation declining to make contribu- 
tions to colleges writes as follows: 


“Tt has not been our corporate policy to contribute 
to the upkeep of privately supported colleges, univer- 
sities or hospitals. The directors of our corporation have 
made their contribution to these institutions on a per- 
sonal basis, and, since each had his favorites, the company 
refrained from making any in the name of the corpo- 
ration.” 


Concerns contributing to colleges and universities 
generally do so in the belief that corporate business 
has a stake in private education which is sufficient to 
justify these expenditures. Others point to industry’s 
responsibility which stems from the demands made 
upon colleges and universities for trained technicians. 
It is admitted, however, that it is difficult to measure 
the returns received from this type of giving. 

The question which constantly arises when requests 
are made to corporations for donations to a general 
endowment fund is: Can the distribution of stock- 
holders’ funds be properly justified for this purpose? 
Many business executives do not believe that large 
gifts to general endowment funds can be justified. 
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Charitable Contributions in 1947 by 71 of the 100 
Largest Manufacturing Industries 


Source: Tur ConrerRENCE Boarp 
Millions of Dollars; Total: $16.1=100% 


ALL OTHER 
PHILANTHROPIES 
AND CHARITIES 
3.2 
20.1 % 


UNIVERSITIE 
6.6%, 


ANational Health Agencies—0.4; 2.4% 


Others, however, argue that the long-term stake of 
business in private educational institutions is so great 
that it must make plans to provide some assistance, 
particularly as the day of the large gifts from private 
estates is on the way out. It is further argued that, 
if the private university or college must depend upon 


government support, then sooner or later government 
may wish to influence the curricula. 


DECENTRALIZED POLICY OF GIVING 


Executives of many of the reporting companies in- 
dicate that their policy favors charitable organiza- 
tions at the local instead of the national level. An 
executive in charge of donations for a machinery man- 
ufacturer explains it this way: 


“With but few exceptions, contributions are limited to 
organizations operating in vicinities where our branch 
plants are located. Plant managers handle all contribu- 
tions. When contributions are made to national organiza- 
tions, they must clear through the home office.” 


Such a policy affords company employees and their 
families greater opportunity to benefit from funds 
disbursed by the corporation than would otherwise 
be true. Of course, this policy may eliminate certain 
phases of giving, as, for example, when no college or 
university happens to be located in the community 
where the concern operates its branches. 

It is because of this decentralized policy of giving 
that the compilation understates the amount con- 
tributed to charity by corporations. In some in- 
stances, the donation policy is so decentralized that 
it has not been possible to arrive at a complete total. 
In addition, accounting procedures sometimes vary, 
and what may be regarded as a donation by one com- 
pany is classified as a business expense by another. 
Contributions to trade associations are not included 
in the survey. 

Joun H. Warson, III 
Division of Business Practices 


Basing Points Under Attack 


A pew Supreme Court decision in the recent Cement 
Institute case has thrown some uncertainty upon 
the methods customarily used by some industries to 
price their products. Presumably, the method of mul- 
tiple base points is outlawed—at least in the cement 
industry. 

Hearings are now being conducted by the Federal 
Trade Commission on the complaint that the Amer- 
ican Iron and Steel Institute and affiliated steel com- 
panies are using the basing point system. Some of the 
other cases where hearings are either in progress or 
soon to be scheduled affect the Metal Lath Manufac- 
turing Association and affiliates, the Clay Products 
Association, the Corn Products Refining Company 
and the Cast Iron Soil Pipe Manufacturers’ Associa- 
tion. 


If the Federal Trade Commission is successful in 
its campaign to eliminate the multiple base method 
of pricing, what industries will be most affected? 
While popularly associated with the iron and steel 
industry and cement, the use of the basing point 
method, or variants of it, is fairly widespread. This 
is true not only of heavy industry, but also of the 
consumers’ goods industry. 

Prices of refined cane sugar are built around mul- 
tiple basing points located at the refineries situated 
on the Atlantic, Gulf and Pacific coasts. The base 
price at these refineries is nearly the same because 
the cost of transporting the raw sugar from its point 
of production outside the United States will not vary 
signficantly from port to port. The delivery price 
within the United States is theoretically arrived at 
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by “seaboard plus”; that is, the base price plus the 
cost of transportation within the United States. 

Prices of Southern pine lumber, maple flooring, oak 
flooring, Philippine mahogany, and plywood are all 
built on the single or multiple base system of quot- 
ing prices. In the case of several of these products, 
modifications are made to take care of special con- 
ditions. 

Industrial benzol is priced on a basing point sys- 
tem for the country west of Omaha. For points east 
of Omaha, the commodity is quoted on an f.o.b. 
basis, with full freight allowed. 

Potassium, one of the basic constituents of fer- 
tilizer, is priced at base points located at Atlantic, 
Pacific and Gulf ports. The inland price is made up 
of the base price at the port, including insurance and 
freight, plus freight to the inland destination. 


ZONE SYSTEM 


In the sale of newsprint, a zone system is com- 
bined with a basing point system. Zone 4, around 
the western border of the Great Lakes, is the basing 
point. A fixed differential establishes the price in 
the other zones, but the lowest prices are in zones 
1 and 10, which include metropolitan New York 
and the Pacific Coast respectively. Deviations, how- 
ever, occur in this general geographic price structure. 

Automobiles are usually quoted f.o.b. at the plant, 
but the prices here also have some features of the 
basing point system. The delivery price at any local- 
ity is usually computed by adding all-rail freight from 
the manufacturers’ central plant to the uniform 
f.0.b. price. 

While all the important producers are located in 
Michigan, much of the assembly of cars takes place 
outside Michigan. Furthermore, many of the parts 
are tnanufactured outside Michigan and _ shipped 
directly to the assembly point. 

Delivery price of electrolytic copper is arrived at 
by adding transportation charges to the f.o.b. price 
in New York. This method is followed because the 
bulk of copper refining is done in the vicinity of New 
York City. 

Zine (except electrolytic zinc) is sold upon the 
basis of a price at East St. Louis, Illinois. While the 
price structure is not so well defined, it appears that 
St. Louis, Missouri, and New York City are used as 
the basing points for lead. 

At inland points, pulp is usually sold at a delivery 
price. This price is made by adding the appropriate 
amount of freight to the price at the most advantage- 
ously located port. 

This list of industries using the basing point system 
is impressive. If the Federal Trade Commission plans 
to depend upon differing “mill nets” as evidence of 
systematic price discrimination among the custom- 
ers of a firm, it will have to carry its campaign far 


beyond those industries using a single or multiple 
basing point.! Logically, wherever a geographic struc- 
ture of prices prevails, discrimination may be charged. 

For example, the so-called freight equalization 
method of quoting prices results in smaller net return 
from customers located at a considerable distance 
from the plant. If a uniform delivery quotation is used 
under this system, the seller would either prepay the 
freight or allow the buyer full freight charges to his 
plant. 

While the practice is not without exception, the 
following industries are said to use some method of 
freight equalization: salt, lime, floor tile, sewer pipe, 
gypsum plaster, prepared roofing, window glass, heat- 
ing boilers, many heavy chemicals, much industrial 
machinery, Douglas fir, Ponderosa pine, gasoline and 
bituminous coal. 

Where either a uniform delivery price throughout 
the United States or a zone system is used, some dif- 
fering mill nets are bound to occur. There is no end 
to the number of products which are sold on one of 
these two bases. Thus, if differing mill nets are the 
criterion, the pricing practice of most of American 
industry may have to be revised. 


Frank Gaston 
Division of Business Economics 


1“Consequently, if customers one hundred and five hundred miles 
away pay the same ‘delivered price’ the seller’s net return is less from 
the more distant customer. This difference in the producer’s net 
return from sales is the charge under Count I of the complaint 
and is the crux of Count II.”’ Majority Supreme Court opinion in 
the Cement Institute case. 

Count I charged the respondents with the use of an unfair method 
of competition, while Count II alleged that systematic price dis- 
criminations resulted from the use of a multiple basing point system 
of prices. 


Business Forecasts 


Jacob K. Javits, House representative, (R., N.Y.) (April 
Y%)—The European recovery program “gives reasonable as- 
surance that we shall not have a serious depression in the 
next few years.” 


Raymond Rodgers, New York University, (April 14)— 
“What we have in the European Recovery Program is a 
cushion for the business adjustment that is in the making, 
not the engine for another inflation spiral.” 


Paul G. Hoffman, Dennis A. Fitzgerald, Richard Bissell, 
Economic Cooperation Administration (April 23)—Under 
the aid plan, “total exports will almost certainly be less 
than they have been in the last year, and therefore the 
upward pressure on prices will be less.” 


Charles F. Phillips, president, Boston College, (April 21) 
—“Unless the war scare really develops into a broad re- 
armament program, it will merely aggravate an already un- 
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satisfactory inventory situation. It may mean that in the 
months ahead these inventories will have to be liquidated 
at substantial markdowns.” 

Alan Temple, vice president, National City Bank of New 
York, (April 27)—“There are both deflationary and infla- 
tionary influences. . . At the moment, they seem to be 
pretty well balanced . . . but such a balance is precarious. 

. The present facts, however do not suggest that it 
will necessarily be upset for some time to come, either by 
violent inflation or sharp recession.” 

President Truman, (April 17)—“The danger of inflation 
has not diminished in the last few months. The need for 
the legislation I requested [Nov. 17 program] is even more 
urgent.” 

Marcus Nadler, New York University, (May 4) —“There 
is no danger of a business recession in any form during the 
coming twelve months.” 

Leon H. Keyserling, vice chairman, President’s Council 
of Economic Advisers, (May 6)—Any real depression that 
ultimately might hit would be “much larger than the last 
one . . . and far more serious for us than one would be 
now because at that time the powers against us would be 
stronger.” Therefore it is necessary to provide “a breathing 
spell of economic balance through some kind of selective 
control program for a period of time.” 

Ewan Clague, commissioner, Bureau of Labor Statistics, 
(April 25) —‘“Employment early this summer will reach a 
new peak exceeding last year’s record of 60 million, if, dur- 
ing the coming spring, the economy merely follows the 
normal seasonal pattern of increases in construction and 
agriculture and declines in the textiles and apparel indus- 
tries.” 

Montgomery Ward Survey, (March)—The following is 
the consensus of seventy-five qualified people in merchan- 
dising, industrial and public utility companies, banks and 
investment trusts, government agencies, universities and 
private research institutions, and business publications and 
advisory services: 


Percentage Change Over a Year Earlier! 


Spring Fall Spring 

1948 1948 1949 
Industrial production................. Q -2 -5 
WWHOLGSAIE'DTICES,.. 65550 ws isa vas ah ore 10 -3 -8 
Ci lh hy i ae oe ee aria ees 8 0 -6 
IBRCMOEY. WARE TALES «oni. co wep so vente a= 10 5 0 
BFARIGTIAN ITICOME.. =<. as vis oer es od - 8 -1 -8 
Agricultural income................- 0 -10 6 
Construction activity......./........ 15 0 -9 
Ng 3 Ce -10 -8 6 
Lo ei (i eee 7 —5 +6 


1Spring and fall represents the first and second half of the year) respectively. 


New York Credit Men’s Association Survey, (March) — 
More than three out of every four who responded to the 
questionnaire believe that a mild recession is on the way, 
with a majority naming the last quarter of 1948. While un- 
fulfilled backlogs were noted by 45%, only 15% reported 
that 1947 orders ran ahead of the previous year’s. 

Charles F. Roos, president, Econometric Institute Inc., 
(April 12)—“It is reasonable to expect that during the 
next ten years, the Federal Reserve index of industrial pro- 
duction will fluctuate in a range of only 10% to 15% around 
its current level of 185% of the 1935-39 average.” 


United States Department of Agriculture, Bureau of Ag- 
ricultural Economics, (as reported April 19)—The outlook 
for American farm products is relatively good for the next 
twenty-five years. This includes allowance for “some slack- 
ening of business, as well as a reduction in foreign demand.” 


Ernest T. Weir, chairman, National Steel Corporation, 
(April 27) —Shipments of steel under the European Recov- 
ery Program “will have an effect on the domestic economy. 

. There won’t be enough steel to go around.” 


Seymour Phillips, president, Phillips-Jones Corporation, 
shirt and pajama manufacturer, (April 11) —‘Even if there 
is an adjustment of prices, we can still have a healthy, fast- 
moving economy. So long as the two basic ingredients, 
labor and textiles, remain high, it is improbable that the 
finished products in the soft goods industries will decline 
materially.” 


John W. McClure, executive secretary, National Hard- 
wood Lumber Association, (April 4)—‘Even though some 
fluctuations may come during 1948, there is nothing in 
sight to justify prediction of a slump this year. On the 
contrary, there are sound reasons why the hardwood trade 
may be expected to maintain current levels for the re- 
mainder of the year.” 

American Petroleum Institute, (reported April 9)—Sup- 
plies of petroleum products available for domestic consump- 
tion will be 8% higher in the twelve months ending March 
31 next, than in the previous twelve month period. API 
president William R. Boyd, Jr. says: “The race to meet 
the enormous increase in consumption will be close.” Bureau 
of Mines predicts a 7.3% gain in oil demand this year. 
Industry estimates range from 7% to 8%. 

A.J. McIntosh, chief economist, Socony Vacuum Oil Com- 
pany, (April 15)—‘“Total consumption of lubricants within 
the United States in 1948 may be at peak and may not be 
exceeded during the next four years. Exports may increase 
moderately over the same period.” By 1951, manufacturing 
facilities for lubricants undoubtedly will be considerably in 
excess of demand. 

James L. Rogers, president, American Pharmaceutical 
Manufacturers Association, (April 12) —The immediate sales 
outlook for pharmaceutical manufactures is good but danger 
lies in the high sales-low profit ratio. “We are geared to 
a high sales volume with a generally lower percentage of 


_ profits which means business is walking a tight rope.” 


F. E. Schulter, president, Thermoid Corporation, (April 
14) — “There has been some softening of demand for heavy 
industrial rubber products, but sales of friction materials are 
expected to exceed 1947.” 

Lee R. Forker, Quaker State Oil Company, (April 26)— 
“So sensitive is the container industry to consumer demand 
that it is regarded as a good barometer of all types of busi- 
ness. Demand for containers is strong but the new look 
in packaging is definitely here, reflecting a return to buyers’ 
market.” 

Department of Agriculture, Bureau of Agricultural Eco- 
nomics, (April 25) —Prices of fats and oils in 1948 are likely 
to average at least as high as in March, barring a business 
slump. 


Rose Nawicu 
Division of Business Economics 


Selected Business Indicators 


Item March, $3 Months, 
1947 to 1947 to 
March, 3 Months, 
1948 1948 
Industrial Production 
Total (RRB). (8) Severs sis cee +1.1 +1.9 
Manufacturing (FRB) (S)........ 1935-39 = 100 +2.0 +2.0 
Durable goods (FRB) (S)....... 1935-39 =100 +2.2 +2.5 
Steel, ascii ate sm ehigecinslewee ete 000 net tons +4.2 +5.2 
Pigtron?. csec.ccee oe dasiaas 000 net tons -2.0 +2.0 
Copper (refined).............. net tons 102,314 +15.5 +5.7 
Lead (refined)...............- net tons 50,821 2.2 +2.5 
Zine (slab) Ji. teiachs seas. daet net tons 71,505 2.9 -0.7 
Glass containers.............- 000 gross r 8,015 -16.4 22.0 
Lumber’ fis: sce sosteatis ese: million bd. ft. 2,719 -9.9¢ -1.6d 
Machine tools!**,............ 1939 = 100 132.9 -6.6¢ ~12.9d 
Machinery (FRB)............ 1935-39=100 r 288 +1.4 +2.8 
Transportation equip. (FRB). .|| 1935-89=100 244 é +1.3 +2.3 
Automobiles, factory sales**.. .|| units 305,081 ’ +16.1 +14.1 
Nondurable goods (FRB) (S)....|| 1935-89=100 177 : +2.3 +1.7 
Cottontfias: 20 4k eee: 878,714 785,231 860,202 753,406 875,306 +11.9 +0.4 -5.3 
WOOL oc luce: «chee ee n.d. 58.0 |r 57.5 58.6 62.0 +0.96 -6.5¢ -13.9d 
Rayonvyarntc yee sees 67.9 ir 62.2 )r 68.8 62.1 60.0 +9.2 +13.2 +11.3 
Food prod., mfd. (ERB) (S)...|} 1935-89=100 |p 158 160 |r 187 158 157 | -1.3 +0.6 +0.2 
Chemicals (FRB) (S)......... 1935-89 = 100 250 | r 251 255 255 251 | -0.4 -0.4 +0.4 
Newsprint, North American. ..|| short tons 481,076 427,444 464,929 463,704 472,341 +12.5 +1.8 -0.3 
Paperzcvct (ola vs Gan ean aeectoce 100.9 101.5 106.1 +0.3 -5.2 -3.9 
Paperboard * 1 ).5.yc 2 cate se 99 89 101. sf +2.0 +1.0 0.7 
Boots and shoes®...........--- na. |p 40,229 |r 40,828 39,849 38,2554 -1.5b +5.2c +2.2d 
Cigarettes (small)*............ 29,154 23,349 27,278 24,799 26,336 +24.9 +10.7 -1.7 
Mining (FRB) (S)..............- 1935-89=100 } p __ 140 155 |r 154 156 148 ca Fey | -5.4 +2.0 
Bituminous coalr............. 000 net tons |p 34,016 |r 49,711 55,780 54,798 55,455 } -31.6 -38.7 -15.9 
Anthracite3s sc vck« ade mene 000 net tons 4,928 4,675 4,921 4,863 4,967 +5.4 -0.8 +1.1 
Crude petroleum‘............- 000 barrels n.d. 5,358 5,283 5,337 4,810a +1.3b, +11.3c] +412.2d 
Electric power®, ..........20+0000% million kwh 6,177 5,326 5,333 5,152 4,758 | 2.8 +8.8 +10.3 
(Construction® ccc sinter treleteosac es- 000 dollars 689,763 | 681,967 | 615,206 | 625,363 | 596,755 } +1.1 +15.6 +23.4 
Heavy engineering—Public’........ 000 dollars 71,845 61,908 46,885 57,754 28,592 | +16.1 +151.3 +99.0 
Heavy engineering—Private’....... 000 dollars 55,179 56,753 41,506 68,092 71,512 | 2.8 22.8 -16.9 
Distribution and Trade 
Carloadings, total. .............. thousand cars 730.1 769.3 777.5 788.8 826.4 -5.1 -11.7 6.6 
Carloadings, miscellaneous*........ thousand cars 377.6 363.4 363.2 371.9 380.3 +3.9 0.7 +0.1 
Retail trade (NICB) (S)r.......... 1935-39 = 100 n.d. $12.5 |r 309.4 $11.5 280. 8a +1.06 +11.3¢ +12.5d 
Department store sales (S)......... 1935-39=100 || p 284 283 Tr 284 303 272 +0.4 +4.4 +5.9 
Variety store sales (S)r............ 1935-39 =100 n.d. 205.4 193.4 240.4 192. 9a +6.26 +6.5¢ +3.4d 
Rural retail trade (S).............. n.d. 370.5 359.7 291.8 345.64 +3.0b +7.2¢c +10.5d 
Grocery chain store sales (S)®r...... n.d. $53.7 $50.1 337.5 306 . 8a +1.0b} +415.3c} +17.4d 
Magazine advertising linage........ 4,581 4,175 3,641 3,229 5,102 +9.7 -10.2 -9.1 
Commodity Prices 
All commodities (BLS)*............ 1926=100 ip 161.4}r 160.8 |r 165.7 163.2 149.5 +0.4 +8.0 +12.0 
Raw materials: ea0cs . oc). cee 1926 =100 p 174.7 174.9 183.9 182.0 163.2 | -0.1 +7.0 +13.5 
Semi-manufactured articles....... 1926=100 hp 154.1 |r 155.8]r 157.6 157.9 145.9 | -1.1 +5.6 +9.5 
Manufactured products®.......... 1926 =100 p 155.7 154.4 }r 157.7 154.7 143,38 +0.8 +8.7 411.5 
Farm products..............000: 1926 =100 p 186.0 185.3 199.2 196.7 182. +0.4 41,99] £1974 
Foodasch sera can ene hee 1926=100 |p 173.8 172.4 179.9 178.4 167.6 +0.8 +8.7 +8.3 
Sensitive industrial (NICB)®........ 1929=100 150.3 158.5 165.7 172.2 151.5 § -5.2 0.8 +6.8 
Sensitive farm (NICB)®............ 1929=100 205.6 206.1 239.4 235.2 202.9 f —0.2 +1.3 +15.9 
Retail pricest. fa ocn. Vives rss ccc es 1935-89 = 100 n.d. 188.9 190.3 188.4 172.7at 0.76 +9.4c¢ +9.8d 
Securities 
Total stock prices (Standard & Poor’s)|| 1935-39 =100 116.4 114.2 120.1 122.4 123.7 | +1.9 -5.9 7.1 
Tadeeinks 5.5 Pan Mbialaitie eis ete ea mdniale 1935-89=100 | 121.8 119.2 126.0 129.2 127.7 | +2.2 —+.6 -5.6 
Railroads s, . ccs ace stan arcu sae 1935-39 =100 105.2 101.9 106.5 103.9 109.9 | +3.2 4.3 -8.7 
Utes cc ccccks cone antec 1935-39=100 } 93.0 92.6 95.1 94.0 107.3 +0.4 -13.3 -14.8 
Total no. shares traded N.Y.Stock Ex.) thousands 27,692 22,989 27,936 35,328 x +20.5 +9.8 -12.2 
Corporate bond yields (Moody’s). . .|| per cent 3.10 3.12 3.12 3.12 -0.6 +11.1 +11.7 


Financial Indicators 
Bank debits, outside New York City" 


56,351 60,295 49,955 


million dollars 56,896 | r 48,501 


New capital corporate issues........ 000 dollars 594,606 545,881 364,849 926,168 310,724 | +8.9 +91.4 +100.2 
Refunding issues.................. 000 dollars 97,042 14,092 2,590 83,127 139,824 +588.6 -30.6 -58.6 
Comm., industrial and agric. loans*** million dollars 14,522 | r 14,636 14,704 14,569 12,107 | -0.8 +19.9 +24.1 
Total personal income (S)**....... billion dollars | n.a. 207.1 |r 211.4 210.4 189. 5a 2.05) +9.8c] +10.5d 


Money in circulation, end of month.! million dollars 27,780 |r 28,019 28,111 28,868 28,230 0.9 -1.6 -1.0 
SAdjusted for season variation Shipments 2Consumption; cigarette consumption measured by tax-paid withdrawals *Excludes reconstructed government shoes included in 
data prior to 1944 ‘Average daily ‘Average weekly °F. W. ly inati i 
ber, 1946, the Bureau of Labor Statistics carried motor vehicles’ prices at ay 1942, levels. In October, 1946, current prices were reintroduced. On —_ 1942, levels, the 


0140 centers February, 1947 Percentage change, January, 1948, to February, 1948 Percentage change, February, 1947, to February, 1948 dPercentage change 2 months, 1947 


to 2 months, 1948 ¢Estimated fLess than .05% n.a.Not available Preliminary Long-term revisions—variety and grocery chain store sales; NICB retail trade; new capital cor- 
porate issues and refunding issues; bituminous coal; lumber; revised data available on request. *Value as traffic indicator subject to variations in length of haul and amount “New 
series, Automobi uction data discontinued. Earlier data on ry sales available on request. mmercial, industrial and tural loans re} member 


in leading cities revised to increase and improve coverage. Revised data unavailable prior to July, 1946. Total personal income seasonally adjusted at annual rates, Fa 


places national income payments. Total pence income is current income received by persons from all sources, exclusive of transfers. Earlier data avai on request. 
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What Executives Say: 


Better Products Now 


(See article on page 204) 


PRIMARY PRODUCTS 
Cement: Control Essential Regardless of Cost 


“There has been no material change in quality require- 
ments and specifications for cement, lime and crushed stone 
as compared with before the war. We regard a quality 
control department just as essential to the conduct of our 
business as, for example, an accounting department. It is 
not a case of whether we can afford it; we could not stay in 
business without it.” . . “Generally speaking our cus- 
tomers demand the highest possible quality, which we en- 
deavor to produce and furnish. Quality requirements are 
more exacting than they were in the prewar era, and this, 
of course, is brought about by a more diversified use of 
Portland cement occasioned by extreme shortages in com- 
peting materials. Our experience demonstrates beyond any 
doubt that the cost of quality control is more than justified 
by the results obtained.” 


Foundries: Customers Now Demand Better Quality 


“The increase in quality requirements demanded by our 
customers and a trend toward higher and higher specifica- 
tions have been quite evident in our business since the war 
as compared with standards existing before the war.” . . 
“In our particular business, the inspection standards and 
physical and chemical testing required by the government 
and the armed services have always been more comprehen- 
sive and stringent than that required by civilian buyers.” 

. . “Looking at prewar standards, we find that our cus- 
tomers are much more demanding that the steel castings we 
manufacture be held to closer tolerances and be of a higher 
quality. We find the cost of this quality control is negli- 
gible in comparison with the results obtained because the 
sales resistance is greatly lessened on a quality product. We 
also find that it costs little more to make a quality product 
than it does one that meets only indifferent standards.” 


Mining: Specifications Set by Agency 


“On some products we are up-grading simply as a means 
of increasing sales.” . . . “In the matter of maintaining 
quality, the industry has had for years an approved standard 
of sizing and quality. Each operator in the industry has its 
own inspectors and the coal which is released for shipment 
is periodically inspected by an agency affiliated with the 
industry.” . . . “In our materials business we maintain a 
testing laboratory in which several men are employed, and 
we endeavor to meet the specifications of city, state and 
federal governments for our coarse aggregate products: in 
sand, gravel, stone and slag. We do not expect to make any 
change in our methods and believe the money for this pur- 
pose is well spent and necessary.” 


Nonferrous Metals: More Stringent Specifications 


“During the war and immediately thereafter, customers 
were willing to accept products below the best quality of 
prewar days just because they needed the material. The 
demand for better quality has stepped up a great deal and 
we have had to put our entire organization on the job to 


produce a fussier quality than before. This increases the 
cost in one way, but also protects the business and gains 
the preference for our products from customers who like our 
quality better than that of our competitors.” . . . “A 
comparison of present-day standards of quality and speci- 
fications of our customers with prewar standards indicates 
a trend toward being somewhat more stringent. Quality 
control is under the general supervision of our factory en- 
gineering department.” . . “Quality requirements and 
specifications of our customers are tending to be more 
stringent and exacting on an increasing line of products.” 


Petroleum Products: Gasoline Quality Requirements 
Higher 


“Tn recent years, a great deal of publicity has been given 
to improvements in quality of petroleum products as com- 
pared to prewar levels. This development was largely a 
result of war needs. However, many products, although 
serving present needs, have not yet been improved to the 
extent contemplated in the original postwar program. This 
has largely resulted from unprecedented demand which the 
petroleum industry has had to strain all of its resources 
to fill.” . . . “The quality requirements and specifications 
of our customers are approximately equal to prewar stand- 
ards. An outstanding exception to this general statement 
is that the customer requirements for gasoline quality are 
somewhat higher than before the war. Roughly, our total 
quality control activity costs run about 2% of the total 
manufacturing cost.” “Minimum standards in the 
petroleum industry have been pretty well established by 
federal, state and industry association regulations. To 
maintain a reasonable portion of the potential market we 
must market products that are at least the equal of com- 
petitive materials. With a few possible exceptions there 
is little or no change in the attitude of our customers toward 
quality requirements and specifications.” 


Steel Producers: 
Increases 


Tighter Specifications As Supply 


“We feel that quality requirements and specifications of 
our customers are presently about the same as those re- 
quested before the war; however, we are well aware that 
when steel and steel products are more plentiful there will 
be a general tightening up, and we know there will be 
sampling and inspection practices instituted, resulting from 
quality control. Our experience has shown that a properly 
administered quality-control system can be made to result 
in cost savings.” . . . “In the steel industry the quality 
requirements of material are approximately the same as 
they were before the war, yet it is so difficult to secure 
the quantity of steel manufacturers require that their in~ 
spection is very lax, and while there is no disposition by the 
producer to manufacture a product below the normal stand- 
ard, the magnifying glass used in prewar times for making 
inspection either has been lost or is not being used and the 
little items of detail that were in prewar days a basis of 
refusal of material are seldom mentioned these days. The 
cost of the control is a nominal amount per ton.” 

“The quality requirements and specifications of our cus- 
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tomers are more exacting now than they were at any pre- 
war time.” . . . “Quality requirements and specifications 
are higher today than they were in the prewar period. The 
cost of the system in relation to the results obtained is 
favorable especially since at the outset the items selected 
would be the ones where savings possibilities were self- 
evident.” . . . “I do not believe there is any essential dif- 
ference in the quality requirements of our customers com- 
pared with prewar standards.” . . . “Quality requirement 
specifications of our customers are at least the equal of, 
and in some cases more exacting than, prewar standards. 
This is a condition which we, as manufacturers of quality 
products, have welcomed.” 


METAL MANUFACTURES 


Air-Conditioning Equipment: 
Second 


“We believe that the quality requirements and specifica- 
tions of our customers are very slightly higher than before the 
war.” . . . “Quality has to be tempered with common 
sense, naturally, but in the original inception or design of 
a new product how to make it better comes first; how to 
make it cheaper comes second.” . . “Without quality 
control the results would be ruinous in our line of business, 
particularly in view of the obviously inferior workman- 
ship being turned out today by too many of our employees. 
Our products have got to be good—regardless of the cost 
of quality control—if we are to stay in business at all.” 
: . “Our quality requirements are more exacting than 
prewar. The quality control subdivision includes all in- 
spection functions. The director of this subdivision is 
responsible for all products and their component parts com- 
ing within specific limits. One section of quality control 
subdivision deals entirely with statistical control. We do 
not have accurate costs in connection with the operation 
of our statistical control. We do know that one of our pro- 
duction departments has ten less inspectors as a result of 
the application of statistics.” 


Quality First, Price 


Aircraft and Equipment: Postwar Controls Tightened 


“It is difficult to evaluate the increase, but offhand I 
should say that quality standards for aircraft parts are at 
least 50% greater than they were in prewar years. We 
have considered the cost of our quality control system in re- 
lation to results obtained and think that it is very much 
worth while. As a matter of fact, we would not be able to 
handle aircraft business without it.” . . . “Our quality re- 
quirements and the specifications of our customers compare 
very favorably with prewar standards and, in some in- 
stances, have been tightened. We have started quite an 
extensive program on statistical quality control. Where we 
have applied statistical quality control, we have found that 
we have been able to reduce the cost of inspection and 
have produced a much better product. We believe that the 
proper application of statistical quality control, where the 
customer is familiar with the controls that we are trying 
to install and maintain, will greatly assist us in producing 
better work and in reducing costs.” 


Automotive Equipment: Quality Up—Customer Com- 
plaints Down 


“Quality requirements and specifications of our customers 
have been raised as compared with prewar standards. Qual- 
ity improvement has not resulted in an increase in cost, ex- 
cept where significant changes in design were made. In 
regard to the cost of our quality control system, we find 
that it did not pay its way for the first two years after 
we began this work. Since this time, quality control based 


on statistical methods has begun to pay dividends in our 
organization. Our greatest problem at the present time is 
our relationship, use of common terms and the development 
of understanding between ourselves and our customers.” 
. . . “We endeavor to maintain our quality control on a 
level permitting a minimum of customer complaints, as it 
is our opinion that such control for our product can be 
carried to extremes. In introducing new products, we make 
sure that the quality meets specifications in every respect: 
however, should there be difficulties in maintaining certain 
phases of this quality, we frequently ask our customer for 
an easement.” 


“Quality requirements and specifications of our customers 
compare very favorably with prewar standards.” . . . “We 
have a separate department or division concerned exclusively 
with quality control but the entire manufacturing organiza- 
tion is quality conscious. The constant vigilance to keep 
quality up to the required standard is so necessary that re- 
gardless of cost it would have to be maintained.” . . . “The 
quality requirements and specifications of our customers are 
undoubtedly higher than before the war. The general public 
expected improvements in performance and quality from 
automobiles as a result of war experience. We are spend- 
ing more money now than we did before the war for con- 
trolling quality both in added personnel and more complete 
testing of production-made vehicles.” 


Communication Equipment: 
Results 


“Our engineers have figured prominently in developing 
the theory of quality control by statistical methods. We 
have been applying these principles for the past twenty-five 
years, since we consider the use of these techniques essen- 
tial to secure the best possible quality at the lowest possible 
cost. Quality control is not a thing you can introduce inte 
a manufacturing setup or remove at will. It may be de- 
scribed as the scientific arrangement of inspection practices 
and, as such, it is an integral part of all our manufacturing 
operations. While it would, therefore, be very difficult to 
weigh the cost of this work against the results obtained, 
we are satisfied that there are very substantial gains all 
along the line, both from the standpoint of quality and of 
costs, when manufacturing procedures are based on these 
principles.” 

“The expense is just as necessary as any other part of our 
establishment, and it is well worth the cost to prevent 
mistakes and wrong material getting into the hands of our 
customers, which would always be a very great expense in 
either making changes or returning it to the factory.” . . . 
“A check has been made with other companies to determine 
costs of the system in relation to results, and they were 
startling enough to make us consider very seriously using 
control charts in our plant. One of the larger firms we 
talked with showed us net savings of one-half million dollars 
in the first year and a half of operation with the system, 
plus a related reduction in scrap and rejected units.” 


Expense Justified by 


Electrical Machinery: Standard of Purchased Material 
Now Lower 


“There is no question that the use of substitute materials 
in many cases have caused customers to forgo certain speci- 
fications and requirements, but in our particular case no 
substitutions have been used that would cause the product 
to be below prewar standards and in many cases the use of 
these substitutes has really improved the product and has 
given cost reductions that will give the customer better 
products at a lower price.” . . . “I do not find any appre- 
ciable difference in customer quality requirements and speci- 
fications since the war. Our chief difficulty is obtaining 
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comparable quality not only of finished products but of 
purchased materials.” . . “We believe a tightening of 
customer standards reflects the change from a seller’s mar- 
ket to a buyer’s market.” 


Electrical Supplies: Use of Statistical Methods 


“To maintain the high quality of our products and 
workmanship, it has been necessary to adopt very rigid 
controls through our entire manufacturing procedure. This 
has been accomplished by very exacting specifications and 
inspection procedure which apply at various stages through- 
out our operations. We have been very much intrigued with 
this program and have set up a man as a specialist with 
several subordinates. They have been developing methods 
to apply to certain of our products in the manufacturing 
processes. The results obtained have already justified the 
quality control procedure established, and as a result this 
work will be extended.” 


“Our customers very definitely expect the same or superior 
quality as compared with prewar standards. One section 
of our quality control division consists of production in- 
spection of all parts purchased, which we term receiving 
inspection, and inspection of all manufactured components 
in accordance with drawings and specifications. In the 
second section of our quality control division, finished sub- 
assemblies and the finished products are completely and 
thoroughly tested for performance standards.” . . . “We 
expect that when any important business recession develops, 
there will be a marked increase in the demand for higher 
quality. We appreciate very keenly that modern statistical 
theory has a very wide usefulness in development, design, 
and manufacturing, and also in such fields as opinion polling 
and market research. Therefore, we are encouraging our 
technical men to study and use statistical methods in new 
ways. We also employ a limited number of men specially 
trained in the statistical field.” 


Engines and Turbines: Results Prove Value of System 


“We find that the quality requirements and specifications 
of our customers have greatly increased as compared with 
prewar standards. The control of quality is vested entirely 
with top management. We definitely feel that the cost of 
quality control in relation to the results obtained is well 
justified.” . . “Every effort is made to keep down the 
cost of our quality control system, but the first requisite 
is that satisfactory results be obtained regardless of expense.” 


Hardware: Increased Inspection and Analysis 


“The standards we are required to meet are more difficult 
than before the war. We have made a considerable study 
of our quality control system in relation to the results ob- 
tained, and attempt to keep a balance so that our invest- 
ment in quality control does not reach a point of diminish- 
ing return.” . “We would certainly say that customers’ 
quality requirements are more rigid than prewar standards. 
Today we must take whatever can be had and most of that 
is poor or of a quality or in a condition different from what 
we desire. In order to handle the stock properly, inspec- 
tion that was not previously necessary is now required.” 
: “Our control of quality is one of the duties of 
our operating and staff divisions. The quality is originated 
by two staff divisions—research and product engineering— 
both subject to official approval before being put in effect.” 

“Quality control in our line of production is an essential, 
regardless of cost, and a substantial part of our product is 
inspected 100% before packing for shipment.” . . . “We 
have considered and tested. quality control systems, finding 
in each case that our present setup, which is highly special- 
ized technically, is better for us than a centralized quality 


control system.” . . . “Our metallurgical and inspection 
department concerns itself exclusively with quality control. 
This department has the final responsibility for specifying 
chemical and physical properties required by customers’ 
orders. It has a modern, well-equipped testing and chemi- 
cal laboratory, in which records are kept on all steel made 
and all customers’ specifications. We feel that a quality 
control system, if efficiently administered, is definitely a 
good investment.” 


Industrial Machinery—General: Customers More 


Quality Conscious 


“Most of our volume is the result of engineered applica- 
tions of conveying equipment. A quality product has always 
been a company policy and still is. On the whole, our 
established reputation for doing a quality job has added 
to .our over-all volume considerably.” . “All our cus- 
tomers seem to be more conscious of quality requirements. 
Specifications for dimensional accuracy and surface finishes 
are 25% tighter than pre-World War II standards.” 
“Quality requirements and specifications of customers are 
as high as they were before the war, but, owing to the 
never-ending shortages of materials, we sometimes regret- 
fully have to supply them with equipment that does not 
match up to our or their specified standard of appearance 
and finish and they accept the situation knowing of the 
troubles that exist.” . “It has been our observation 
that there is very little change in the requirements and 
specifications of our customers as compared to before the 
war, or even during the war. Our over-all quality control 
rests principally in the hands of our technical men work- 
ing out of our laboratory.” 


Industrial Machinery—Specialized: Greater Machinery 
Performance Expected 


“We feel that insistence upon quality is largely respon- 
sible for the reputation of our machinery wherever used, 
and we feel that the time and expense involved in this in- 
formal system of quality control is amply justified by the 
results we obtain.” . “We endeavor to control our new 
standard of quality and service by making more critical 
inspection both in departmental production and in the 
final assembly and final inspection before shipping.” . . 
“We feel that our quality is somewhat better than before 
the war and very much better than wartime production, 
particularly in regard to quality of welding.” . . . “Our 
customers do not establish any quality requirements and 
specifications. It is enough for them that our full-fashioned 
knitting machinery produce highly and operate efficiently.” 


“Tf the machine runs when it is sold and performs accord- 
ing to specifications, it is usually acceptable to the customer. 
We set quality control limits on various parts that are 
machined, on the length of time required for individual 
operations, etc.” . . . “Customers are now insisting upon 
quality equal to prewar standard. We feel that with the 
tremendous developments there have been in mechanical 
lines, tools, ete., even higher qualities should be available 
quickly. All departments of our business are being con- 
stantly prodded to be on their toes on this quality question. 
It is not so much a question of the cost of obtaining quality 
as it is of the penalties if we don’t obtain it.” 


Instruments and ControJs: More Emphasis on Cost 
Control 


“From the very nature of our business, quality control is 
a paramount consideration. All inspection work is the 
responsibility of a separate department, excepting that the 
final calibration checks are made by the production de- 
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partment with the inspection department being responsible 
for assuring itself that such calibration checks have been 
made.” . . . “It is very evident that the quality require- 
ments of our customers are considerably higher than they 
were before the war. There are several very definite reasons 
for this. We are feeling the growing consciousness of in- 
dustry for control of indirect labor and expense costs.” 


Machine Tools: Requirements Increasingly Exacting 


“The quality requirements of our customers have increased 
as compared with prewar standards. We consider the cost 
of our quality control justified. It protects our competitive 
position in the industry. Its extension to line inspection 
has brought about a reduction in spoilage through catching 
errors early in the production operations before much money 
has been spent on a product which might ultimately be 
rejected.” . . . “The machine tool builders sell on their 
own specifications and guarantees for accuracy, which in 
almost every case are much better than the customer re- 
quires.” . . . “In the machine-tool industry, we do not 
build our product, so far as standard machine tools are 
concerned, to the specifications of the buyer.” 

“The quality requirements and specifications of our cus- 
tomers grow considerably more rigid compared with prewar 
days. The cost of maintaining quality is considerable. At 
the present moment, our inspection hours are running ap- 
proximately 13% of our direct labor hours.” . . . “The 
requirements of our customers as to quality grow increas- 
ingly exacting. This is not especially a development since 
prewar days but has been true over the years.” . . . “We 
have no separate division or department concerned exclu- 
sively with quality control and do not see the need of any 
such separate activity in a business of our type.” . . 
“Customers’ quality demands are not more exacting now 
than in the prewar period, except that we have educated 
them by producing better tools and finishes. They are 
definitely more quality conscious than during the war. We 
experimented with control charts on some of our automatic 
machines and found the cost exceeded our present system. 
They also did not give us the security or accuracy in 
ae out drills that were not to size specifications.” 

“In general, industry with which we come in contact 
is ‘becoming more and more conscious of the need for 
closer tolerances as well as of a need for closer control of 
these tolerances, both of which tend to improve product 
quality.” . “As distributors of machine tools, we have 
found a tremendous increase in the quality of commodities 
produced since the end of the war. Tolerances are held 
much more closely than ever before.” 


Office Equipment: Quality Trend Upward 


“Our experience is that quality requirements and specifi- 
cations of customers compare favorably with prewar stand- 
ards.” . . . “We feel that performance quality moves in 
one direction only, and that is upward. We have considered 
very seriously lowering standards on nonperformance parts 
of the machines. We have done away with a certain 
amount of polishing of metal parts. The net result has 
been fairly substantial savings, with the quality require- 
ments eased off in those places where they are not notice- 
able. We are sure that operationally our product is better 
than ever before.” “There is a decided trend on the 
part of the users of office equipment toward better equip- 
ment than they were satisfied to purchase prewar. We con- 
sider the maintenance of the quality of our products of 
paramount importance and feel that in large measure the 
success which our company has enjoyed has been because 
its products are of high quality and enjoy that reputation 
with the consumer.” 


“Institution of statistical quality control measures have 
resulted in reduced cost of inspection.” . “Quality re- 
quirements and specifications of our customers are some- 
what modified by their desire to obtain goods. We are, 
however, engaged in a serious attempt to correct minor 
workmanship defects which are reported to us by our field 
installation people. The cost of our quality control system 
was very high during the war when close inspection of many 
precisely made products was necessary.” . . . “Under our 
organizational setup, we have a quality control depart- 
ment whose function it is to see that the mechanical op- 
eration of all the equipment is as it should be and as it 
was designed. The cost of our quality control system is 
higher than before the war principally because wages have 
been increased. However, the relation of the number of 
inspectors to direct operators has dropped.” 


Railroad Equipment: Closer Tolerances Demanded 


“In manufacturing air brakes there cannot be any com- 
promise whatever with quality, as the result of a brake 
failure would be very serious. The cost of inspection and 
testing is relatively high but necessary in view of the na- 
ture of our products and the uses to which they are put.” 

. “Practically all our material is manufactured to cus- 
tomers’ blueprint specifications and over a long period of 
time the requirements have been for better and better work 
with closer tolerances, though there is a limit as to how far 
we can go and maintain prices. I have always maintained 
that it is less expensive to ship the highest quality material 
than it is to ship something that just gets by.” . . . “In 
the past three years we have invested $20 million in re- 
search and production facilities, many being single-purpose 
precision machine tools, to improve our product. The cost 
of our quality system of inspection is greater than it for- 
merly was if the direct cost only is considered. If con- 
sideration is given to the indirect cost such as road failures 
and complaints from customers it is a saving over our 
previous practice.” . “There has been a decided in- 
crease in the quality requirements of our product from 
the days before the last war. The standards and specifica- 
tions covering our material have been revised so that our 
material and workmanship are of a higher grade today than 
ever before. Quality control is considered indispensable be- 
cause we cannot afford dissatisfied customers and com- 
plaints of poor quality, which always result in future added 
safeguards at extra production costs.” 


OTHER MANUFACTURES 
Chemicals: Quality Control Indispensable 


“The scarcity of many essential raw materials has made 
it necessary for most customers to accept some substitutes. 
As scarcities become less acute, substitution becomes less 
common. The tendency is toward better-quality materials 
and we encourage such a trend by our customers. As our 
research organizations (which are separate from our pro- 
duction organizations) develop new or improved products, 
the matter of quality is a major concern. Cost of maintain- 
ing our quality control systems has been studied from time 
to time. Such studies tend to bring about more economical 
methods of quality control rather than any elimination of 
such control.” 

“Our business is of such nature that our specifications 
are established by us rather than by the customer; unless 
ordered by government agencies during the war, there was 
no deviation from specifications and all specifications so 
changed were restored to more rigid standards as soon as 
the limitations were lifted.” . . . “Chemical materials are 
sold on specification, so there has grown up an almost auto- 
matic requirement of strict quality control, for the end 
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result of ineffective control methods is the return of ma- 
terials because they are not up to specification—with more 
than the probability of the loss of a customer.” . 
“We do not consider the cost of our quality control sys- 
tems as ‘nonproductive’ items. If we did not have these 
quality controls, our products would not occupy the rather 
unique, preferred position they do in the minds of con- 
sumers.”” “Quality control is indispensable to the 
production at each of our divisions. All our products are 
made to very strict quality specifications. There is no 
special problem in connection with this work, except to 
determine the frequency of sampling in order to obtain 
adequate control.” . . . “We maintain a control laboratory 
whose functions are to determine the quality of raw mate- 
rials and the quality of the resultant production. We seek 
at all times to develop better methods of testing and an- 
alyses as well as of plant operation in order to reduce the 
work required to an absolute minimum and therefore keep 
the cost as low as possible.” 


“The quality requirements and specifications of our prod- 
ucts have returned essentially to prewar standards. It is 
probably well to explain that in the chemical industry and 
particularly as applying to standard products which are 
manufactured by several different corporations, the quality 
is quite well standardized so that in many cases it is com- 
petition rather than purchasers’ requirements which govern. 
Much attention is being given these days to statistical con- 
trol, but in the chemical industry statistics and quality 
cannot be considered synonymous.” 


“In general, customers, particularly industrial customers, 
are more specification conscious than they were before the 
war. A separate quality control department is a part of our 
company organization within the research and develop- 
ment division. We consider the costs of our quality control 
efforts to be satisfactory in relation to the results obtained.” 


“Quality requirements and specifications of our customers 
in general are higher than before the war. There is a 
growing tendency among our customers for even greater 
discrimination as far as quality and uniformity of our 
products are concerned.” . . . “The quality requirements 
and specifications of our customers are higher today than 
they were before the war. This has become especially no- 
ticeable in the instances of those products where production 
now equals or exceeds demand. The quality control division 
of the engineering department estimates that the new 
savings in each year as the result of quality control have 
about equaled five times the cost of the service.’ 

“We do not find that our customers’ requirements on qual- 
ity and specifications are any different now from what they 
were in the past.” 


Food Products: Competition Requires Strict Control 


“Control of quality of our products is a threefold func- 
tion embracing the analysis and grading of raw materials 
during processing tests to provide a guide for control 
of manufacturing operations, and a critical examination of 
finished product through analysis and inspection to ascertain 
compliance with predetermined specifications. Statistical 
methods are being used to an increasing extent as a supple- 
mentary aid in setting specifications and sampling plans 
which will provide a minimum risk with a maximum econ- 
omy from the viewpoint of control cost.” 

“Our prewar standards of quality are being at least met, 
and in many cases exceeded. Naturally, in the baking 
industry quality is of paramount importance, and our 
conclusion would be that we must have quality in any 
event; otherwise, the average housewife would resort to 
home baking.” . “The quality requirements and speci- 
fications of our customers are higher today than before the 


war.” . . . “Quality control becomes a very important 
function in our operations. We have considered it so im- 
portant that since 1935 we have operated a separate quality 
control subsidiary.” “The requirements of buyers in 
our industry are fully as high as before the war. It does, 
of course, cost very considerable money, but it may also 
save money. I might add that there has been a very great 
increase in laboratory control of flour mills in the last 
twenty-five years, or even in more recent years.” . . . “We 
have what we feel is a rigid quality control through our in- 
spectors and through a laboratory of our own, which is 
under the direction of a Ph.D. Our control system is di- 
rected by our laboratory,” . . . “It appears that customers 
expect more today than prewar standards of quality. The 
cost of our quality control system is very small compared 
to the results obtained.” 

“As poultrymen and dairymen learn more and more of the 
economics of profitable production, they become more in- 
sistent upon quality rations. As a matter of fact, the 
major emphasis in our business is placed on the technical 
development of our products and, with this, the control 
of the quality of raw materials and manufactured finished 
products.” . “We don’t believe that the public forced 
us into making a better food product but that competition 
did. Our company does not maintain a quality control de- 
partment. Rather, each division of the company exercises 
quality control of its products.” . “Our production is 
a staple product and not subject to variation such as you 
find in manufactured commodities.” . “Generally, our 
food products come under the supervision of either the Food 
and Drug Administration or local or state health depart- 
ments. The Food and Drug Administration is considerably 
more active and stringent than they were in the prewar 
period.” . . . “QOur’s is a consumer item and our success 
or failure in meeting competition is based on our ability 
to please the public’s taste. Quality, therefore, is the life 
or death of our product. It is too soon to determine the 
ultimate cost of our system although, in our opinion, this 
department should show a savings based on reduction of 
poor quality product.” . “There has been no change in 
quality requirements of our customers compared with pre- 
war standards because our milk is manufactured on the 
basis of standards established by the Food and Drug 
Division of the Department of Agriculture.” 


Lumber and Products: Quality Not Sacrificed Despite 
Shortages 


“We are particularly proud of the fact that at no time 
during either of the two world wars did we lower the stand- 
ards of our product but carefully and painstakingly main- 
tained the quality through both difficult periods.” . . . “I 
cannot say that requirements and specifications are different 
in any significant way, if at all, from those that prevailed 
in the prewar period.” “Our quality control consists 
of periodical inspections "performed by industry grading bu- 
reaus. A great amount of effort and expense can be profit- 
ably devoted to quality control.” . . “The quality re- 
quirements and specifications of customers are about the 
same as prewar. Our customers would accept poorer or 
lower standards at least for the time being because of the 
great demand for building materials. In order to control 
quality, we have set rigid standards which are closely fol- 
lowed in the manufacturing operation.” 


Paper and Paper Products: Sales Based on Quality 


“We sell very little paper on customer specifications or 
standards. Our papers are sold on our own brands and 
specifications which are in all cases equal to and in many 
cases better than our prewar standards.” . “By and 
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large, quality requirements and specifications of our cus- 
tomers have resumed approximately their prewar standard. 
However, appearance requirements are actually higher than 
they were before the war. It would be impossible for us 
to make and sell our product without very thorough quality 
control both as to raw materials, process, and tinished prod- 
uct.” . . . “We find our customers are more critical today 
than they were a year ago and, we feel, rightly so. During 
the war period, most of us were somewhat lax in maintain- 
ing our quality, and, of course, the reason for a great deal 
of the poorer quality, was owing to the raw materials which 
were available.” 


“In our line of business, quality requirements are seldom 
specified by our customers, but in order to compete in the 
open market, our paper must compare favorably with that 
of our competitors.” . . . “The quality requirements and 
specifications of our customers are not yet played up to 
prewar requirements, although they are rapidly approaching 
this point.” . . . “The quality requirements and specifica- 
tions of our customers are in direct relation to supply and 
demand. We have placed the responsibility for quality 
control directly on each department head for the product 
he makes in his own department. Each department is 
penalized for inferior quality by having the product re- 
jected either in his own department by the inspectors or 
in the next department to which it is transferred by the 
superintendent of that department.” . . . “Quality require- 
ments in many instances have been raised from prewar 
standards. Demand for paper and paper products has ex- 
ceeded supply, and tended to make the customer less fussy 
than will be the case when lines become more competitive.” 
. . . “We have attempted to compare the cost of quality 
control in relation to results obtained but without being 
able to arrive at any significant conclusion. We regard our 
quality control system as an essential service.” . . . “We 
believe the quality requirements and specifications of our 
customers are equal to or higher than prewar standards. 
The quality requirements for magazine papers are definitely 
higher. We are certain that the operating economies and 
customer satisfaction gained through use of the factual in- 
formation coming from these control laboratories more than 
offset the costs of operating those departments.” 

“In pulp, quality requirements and specifications are not 
yet up to prewar standards but the trend is in that direc- 
tion. We expect that quality control supervision will add 
very little to the cost of what is being done now in a less 
well organized manner.” . . . “There has been a general 
upgrading of quality and utility of the product as regards 
its use by the customer, and consequently specifications de- 
mand a higher performance for the product.” . . . “Dur- 
ing the period when demand was at its height, quality de- 
clined under pressure for maximum production. For the 
paperboard used for shipping containers, the railroads have 
altered the specifications required for acceptable packages 
to give added strength and protection to goods in transit.” 


Textiles: Need for Proper Laboratory Analysis 


“During OPA days we had to fit our quality to stay in 
line with prices we were permitted to charge. Since then, we 
are as rapidly as possible going to prewar fabric standards 
because those are the things which our customers want.” 
. . - “Quality control has been handled very satisfactorily 
by most textile mills for many years. In the majority of 
cases, the mills make their own quality of fabrics and their 
own designs. The goods are sold on samples of what is to be 
delivered. If we don’t deliver as per sample we don’t get 
any more orders, and probably will have the goods already 
shipped returned to us.” . . . “Quality requirements are 


more rigorous. In the prewar period, price was the first con- 
sideration and quality the second. Today, quality is the 
first consideration and price is second. The physical ele- 
ments of quality can be determined only through proper 
analysis and our physical laboratory is specifically con- 
cerned with such control. Quality control is regarded as 
part of our manufacturing cost. Such costs are established 
at the minimum necessary to meet the full requirements of 
our objective of maintaining proper quality.” 


“Control will be effective only if the results of testing are 
made available to those responsible for production quickly 
enough to be effective. One of the most important features 
of any quality control scheme, therefore, is the means adopted 
for insuring that supervisors receive test’ results promptly 
and act upon them.” . . “During the war, the fiber 
available did not permit the manufacture of the usual quality, 
and we took our brand names off the products and are only 
restoring them as fiber supplies permit us to return to the 
old prewar quality.” . . . “Our customers and the trade 
in general expect us to turn out a quality product. All our 
efforts are directed toward improving our quality when 
materials become available which will allow us to do this.” 

. “Our own quality requirements and those of our 
customers are progressively higher each year and are now 
substantially in excess of prewar standards. Our quality 
control system is a negligible item in the total cost and 
probably does not add to the cost since it frees other super- 
visors to devote more time to production.” 


“The quality requirements and specifications of our 
customers call for as high a standard as before the war, 
perhaps more so. Quality control is a function of production 
control. There is no economy in inadequately providing for 
production or quality control.” . . . “We have one group 
on quality control whose sole function is to keep it as near 
perfect as possible, and we have been satisfied through the 
years that this department pays a good return on the invest- 
ment.” . . . “The quality requirements and specifications 
of our customers are no different from our prewar standards. 
Our prewar standards covered goods of the highest quality 
in their respective divisions.” . . “There is very little 
change in quality requirements and specifications of cus- 
tomers as compared with prewar activities. We have a 
fairly sizable and active department of our laboratory con- 
cerned exclusively with quality control. The cost of our 
quality control system is definitely an item of some impor- 
tance but we feel that it is required.” 


“The quality requirements and specifications of our cus- 
tomers are almost precisely the same as those prevailing 
in the prewar period. The quality control department works 
in close conjunction with the merchandising department in 
setting up the standards of first quality and in close co- 
operation with the manufacturing department in getting 
at the cause of substandard material.” 


Rubber Products: War Stepped Up Specifications 


“We really took a long step forward on quality control 
during the war because of the necessity of meeting govern- 
ment specifications. This improvement in quality has been 
beneficial since the war because we find many of our cus- 
tomers have become more exacting and specification minded. 
We feel that the cost involved is worth the results obtained.” 
. . . “During the postwar period when our products were 
in short supply, the quality requirements of our customers 
were not nearly so exacting as they were before the war. 
We feel that our customers’ quality requirements are at 
least back to prewar level.” 


